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PREFACE 
H =: will rearmament in America and in Europe affect 


the economic recovery of Western Europe? Is it pos- 

sible to mobilize strategic materials for defense with- 
out dangerously restricting the essential requirements of the 
civilian economy? What is the best means of organizing sci- 
entific research in a period of prolonged international tensions, 
so that military needs may be adequately served? How can tax 
policies and credit management make a maximum contribution 
to the national mobilization program? ‘These and many other 
controversial questions were discussed at the Semi-annual Meet- 
ing (Seventy-First Year) of the Academy of Political Science 
held in New York City on April 11, 1951. The record of that 
meeting is here set forth under the general title: “‘ Mobilizing 
American Power for Defense ”. 

At a time when more than five million workers were still 
needed to meet the goal of 8,500,000 defense jobs set by Charles 
E. Wilson, mobilization director, it was natural for the Acad- 
emy to devote considerable time to the analysis of manpower 
requirements. Representatives of industry, labor and the mili- 
tary services presented points of view which were at times in 
sharp conflict; but there was general agreement among all par- 
ticipants that the manpower program must be carefully ad- 
justed to a “sustained mobilization for the world struggle 
between freedom and aggressive tyranny ”"—a struggle which 
may be even longer than we now expect. 

The Academy in presenting this volume of its PROCEEDINGS 
extends its thanks to those who made the April meeting pos- 


sible, either by planning the program or by participating in the 
timely discussions. 
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PART I 


ECONOMIC PROBLEMS OF MOBILIZATION 


INTRODUCTION 


COURTNEY C. BROWN, Presiding 


Assistant to the Chairman of the Board, Standard Oil Co. 
of New Jersey 


HE Academy of Political Science has organized a pro- 
ak for today that centers on the general topic of 

““ Mobilizing American Power for Defense”. This morn- 
ing is devoted to “ Economic Problems of Mobilization ”; this 
afternoon will be assigned to “ Political and Military Prepara- 
tion for Defense”, and this evening, discussion of the broad 
plans and objectives of the Defense Program. 

The Program Chairman has organized four papers for this 
morning. The first two deal with international aspects of the 
economic problems—American mobilization and European re- 
covery; and strategic materials: procurement and allocation, 
which of course is a matter of domestic policy as well as foreign 
policy. 

The next two papers will deal with taxation for defense, and 
fiscal and credit policies. 

In thinking about what a Chairman might do other than 
be brief, it seemed to me that I could be most helpful by making 
one or two comments on the high degree of uncertainty that is 
involved in talking about the economic aspects of our mobiliza- 
tion effort. 

In the first place, while the dimensions of the program have 
settled down to a set of figures, when we get behind the figures 
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I think we must all agree that the dimensions are indetermi- 
nable. Moreover, while we have a general feeling that the dura- 
tion will be prolonged, we still cannot be sure about that. 

Both the question of the dimensions and the question of the 
duration appear to be related more to the actions and policies 
that come out of Moscow than to those which come out of 
Washington; unfortunately, that seems to be the case. But in 
addition to the dimensions and the duration of the program, 
even the pattern of the defense and mobilization program is 
subject to change, and changes in the pattern may be entirely 
independent of what happens in Moscow, as evidenced by this 
morning’s papers that report General MacArthur’s discharge. 

What will come from the developments this morning, none 
of us can know. Behind the controversy, I suspect, there is the 
question of whether we shall emphasize a two-front defense 
effort or a one-front defense effort. You remember the phrase 
of the last war, “‘ a two-front war ”, or “a one-front war ”. 

That brings us to the first speaker, William Diebold, who is 
going to talk on “ American Mobilization and European Re- 
covery”. European recovery cannot be unrelated to the one- 
front or two-front emphasis in our defense effort; again an 
emphasis of the uncertainty that is behind this whole discussion 
of the economic side of mobilization. 

Mr. Diebold is a member of the Council on Foreign Rela- 
tions, and an adviser on foreign affairs to the Committee for 
Economic Development. During the war he had assignments 
with the Office of Strategic Services and with the State Depart- 
ment. His educational background includes Swarthmore, Yale, 


and the London School of Economics. Mr. Diebold! 
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AMERICAN MOBILIZATION AND 
EUROPEAN RECOVERY 


WILLIAM DIEBOLD, JR. 


Council on Foreign Relations 


paper’, and talk only of American mobilization and its 

effects on European recovery, my task today would be easy. 
But I should then be dealing with a matter of history—the his- 
tory of 1950—and not with the problems of 1951 and the issues 
we shall face in the years ahead. Instead of talking about a 
one-way process—how American mobilization affects European 
recovery—we must grapple with a much more involved process: 
how rearmament in America and in Europe is likely to affect 
the economic recovery of Western Europe. Instead of what 
was, we must talk about what may be; the past was imperfect, 
but the future is very conditional. 


I we could be strict constructionists about the title of this 


I 


At the end of 1949 we were all still concerned about the 
latest phases of the problems of Western European recovery that 
had plagued us since 1945: producing enough in Western 
Europe to permit its people to have acceptable living standards, 
finding markets for the goods Western Europe had to export, 
reducing the great gap between exports and imports in United 
States foreign trade, providing some kind of continuing inter- 
national solvency for the countries of Western Europe, dealing 
with the fundamentals of the problem we called in convenient 
shorthand “ the dollar shortage ”. In terms of these issues, 1950 
was annus mirabilis. When the year was out Western European 
exports were at record heights. The OEEC countries and the 
sterling area had added $2.3 billion in gold and dollars to their 


1 The views expressed in this paper owe a great deal to numerous dis- 
cussions in which I have participated during the last eight months or so at 
the Council on Foreign Relations, the Committee for Economic Development, 
and elsewhere. I owe a special debt of gratitude to Edward S. Mason, Jacob 
Viner, Percy Bidwell, Kermit Gordon and several friends in government 
service whose exposition of some of the issues dealt with here have con- 
siderably influenced my thought. 
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reserves, an increase of 27 per cent. The export surplus of the 
United States (on current account) fell from $6.1 billion in 
1949 to $2.2 billion in 1950. Production in European factories, 
which was above the pre-war level in most countries at the be- 
ginning of the year, reached still greater heights. Farm output 
passed the pre-war mark during 1950. Great Britain, the lar, - 
est recipient of Marshall Aid, seemed in good enough shape to 
permit suspension of American aid at the end of the year. 

Of course, all these wonders were not attributable to Ameri- 
can mobilization alone. To some extent they were a continua- 
tion of trends already established by the first two years of the 
Marshall Plan. There were also a number of special factors 
Originating outside rearmament. Before Korea there was a 
substantial rise in civilian economic activity in this country, 
which was particularly marked in contrast with the slight reces- 
sion in the summer of 1949 that had had a sharp impact on 
Europe’s foreign trade (though, on balance, the psychological 
effect of this recession was probably greater than its actual 
financial or material impact). The devaluations of September 
1949 began to make themselves felt seriously during 1950, both 
in cheapening European exports so that they could replace 
American goods in third markets, in increasing sales to the 
United States and Canada and in stimulating Europeans to buy 
more of their imports outside the dollar area. The trade re- 
strictions imposed throughout the sterling area during the re- 
serve crisis in the summer of 1949 continued to hold down 
imports from the dollar area. Devaluation also reversed the 
flow of funds that had moved out of sterling in anticipation of 
its decline in value. 

There is no way to say just how much of the improvement in 
Europe’s position and in the reduction in the dollar shortage 
can be attributed to these factors and how much to the aggres- 
sion in Korea and the American reaction to it. Mobilization in 
the United States set in motion forces that magnified and ac- 
celerated the developments already under way. The American 
economy boomed. Purchases increased by much more than the 
quantities actually required to support the troops in Korea, to 
supply the expanded military establishment and to produce the 
equipment ordered by the government as the pace of rearma- 
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ment grew. Expecting shortages and price rises, the public— 
with more money in its pockets from the boom—bought heav- 
ily. Business men laid in supplies, manufacturers increased their 
inventories, anyone with money to risk on a sure thing went 
into the commodity markets. Bank loans grew to finance these 
activities. Government stockpiling, which had moved slowly 
since 1946, spurted ahead. Naturally imports rose, and direct 
purchases from Western Europe increased more rapidly than 
those from other areas. 

All this contributed to the improvement of Western Europe’s 
position. In addition to earning more dollars from direct sales 
to the United States, the countries of Western Europe were able 
to profit from the raw materials boom. Many of the dollars 
the United States paid out for raw materials found their way to 
Western Europe through the processes of trade and investment. 
The mere fact that there were more dollars being spread across 
the world made the dollar position of Western Europe easier. 
Prosperity among raw material producers enlarged foreign 
markets at a time when American exporters were unable to take 
full advantage of them. Prospective shortages in the United 
States, diversion of plant to war production and higher costs 
due to inflation seemed likely to cut American exports and im- 
prove the comparative position of Western European industry. 

Of course, it was not all beer and skittles for the Europeans. 
They too had to pay higher prices for raw materials. They had 
to export more to get the same quantity of imports. Shortages 
resulting from heavy American purchases were hampering 
European production in some lines. The British experience re- 
minded everyone that gains in self-support would be partially 
offset by the loss of American aid sooner than was expected. 
At the same time, the great gain in gold and dollar reserves of 
the sterling area during 1950 concealed a worsening of the 
United Kingdom’s position relative to the raw-material-produc- 
ing countries of the sterling area. Inflationary pressures from 
the United States threatened to spread to Europe at a more 
rapid rate as time went on. 

Still, so long as the United States moved toward rearmament 
at a much more rapid pace than Western Europe did, the indi- 
cators by which European recovery is ordinarily judged went 
up. There was a real net gain which will stand Europe in good 
stead in the troublous times to come. It is a little too much to 
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talk about the Marshall Plan’s succeeding a year ahead of time. 
We had best not suppose that 1950 saw the solution of Europe’s 
fundamental problems but the year certainly showed how 
rapidly international economic relations can change their char- 
acter. Events have belied many of the pessimistic views of 
Europe’s position that prevailed up to the middle of 1950, views 
that made frequent use of words like “ chronic ”, “ persistent ”, 
and “intractable”. I am afraid that events are also going to 
belie the more optimistic language we heard in the latter part 
of 1950. 


Il 


So much for the imperfect past; what of the conditional 
future? 

The essential change is that Western Europe is rearming as 
well as the United States. Since American plans are farther 
advanced there may be a gap between the two efforts which will 
continue some of the lines of development of 1950. But in time 
—and probably in a rather short time—tendencies of this sort 
will be more than offset by the burden of rearmament in West- 
ern Europe. 

There are many statistics on this subject, and in a few weeks 
there will be many more. The events of the last five years 
should have taught us—if we failed to learn it from the events 
of the last 500 years—that there is no falser precision than sta- 
tistics about what is going to happen. Still, policy-makers must 
work with what they have, and the magnitude of intentions is 
a major factor in judging the probable economic consequences 
of rearmament. But this morning I think we may be excused 
for staying out of the morass of figures and looking in more 
general terms at the impact of rearmament on European re- 
covery. The basic issues are really quite simple. That does not 
mean it will be easy to decide what to do about them, or that 
their manifestations will not be very complex. However, this 
paper does not pretend to solve problems, only to describe them. 

Rearmament creates a new claim on Europe’s production, or, 
more exactly, greatly enlarges one of the existing claims, for 
none of our allies—except Iceland and Luxembourg—has gone 
without some military establishment. (For Britain and France 
the cost of defense has been substantial during the last five 
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years.) Goods and effort that would otherwise go into current 
consumption or investment, either directly or via exports, will 
now have to produce guns, munitions, planes and equipment 


_and to support larger armies. Unless the countries of Western 


Europe can produce more, or get aid from abroad, they will 
have to meet this new claim by reducing living standards and 
cutting down investment. In practice they will probably com- 
bine all four of these possibilities. Last summer the voices that 
come out of Washington said that greater productivity could 
provide Europe with both rearmament and higher living stand- 
ards. This seemed too optimistic at the time, and now the re- 
ceived opinion in official quarters is that rises in living standards 
are unlikely but there is a chance of carrying out the rearma- 
ment program without lowering living standards, at least in 
most countries. One may join in the hope while feeling some 
doubt. 

The point is an important one. As an Italian journal reminds 
us, there are places where the choice is not guns or butter, but 
guns or bread.” The purpose of rearmament is to provide secu- 
rity, but security is not achieved by arms alone. To the extent 
that rearmament trenches on the present living standards of 
large numbers of people in Western Europe, the whole political 
purpose of the security program is put at risk. To some extent 
this risk already exists in the disappointment of expectations of 
substantial improvement of living standards. The risk probably 
must be run since the alternative is the risk of an inadequate 
rearmament program. It will be a major continuing problem 
for the United States and its allies to strike the proper balance 
and to mitigate the pressure of rearmament on living standards. 
The most fundamental attack on this problem is through ex- 
pansion of production, but it will require many other measures 
as well. The aim must be to distribute the burden of rearma- 
ment among countries and among groups within each country 
so that it falls least on those with the lowest living standards 
(allowing also for differences in expectations). 

One implication of this view is that there should be a reduc- 
tion in the gross inequities in the distribution of wealth and in- 
come that exist in some countries of Western Europe, notably 


2“Tl Riarmio Italiano e la ‘ Militarizzazione’ dell7ECA”, Relazioni Inter- 
nazionali (Milan), February 17, 1951, p. 114. 
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France and Italy, and perhaps Western Germany. This is not 
a new problem; the consequences of failure to deal adequately 
with it before now were foreseen by many. So long as total 
production was rising there was some color to the argument 
that more equitable distribution could be postponed. Now that 
the goods available for civilian consumption are not likely to 
increase much and may shrink, while at the same time Western 
Europe needs to muster all its political strength and social co- 
hesiveness, the problem of inequality thrusts itself to the fore. 
The question remains whether this new urgency will generate 
sufficient political will and call forth sufficient political and ad- 
ministrative skill to deal adequately with the problem. This is 
a field in which it is particularly difficult for the United States 
to play an effective réle, even if its recognition of the impor- 
tance of the problem should be clearer and the determination to 
do something about it firmer than they have seemed in the past. 

Cutting across all these problems is the great threat of infla- 
tion. It is more than a threat, virtually a certainty in a rearm- 
ing Europe. The real questions are: How much inflation? To 
what extent can inflationary pressures be checked and offset? 
There is no mystery about what needs to be done, though there 
can be much dispute about which combination of possible meas- 
ures is best suited to the time, the place and the circumstances. 
The basic requirement, on which the chances of success of other 
measures rest, is to cut down purchasing power by taxation, 
credit control, measures to increase savings and other devices. 
This is not a politically popular course. We know firsthand 
what groaning, twisting, turning and tergiversation the very 
thought of it gives rise to in this country. Political sensibilities 
on this subject are even more tender in Western Europe where 
many countries still feel the effects of post-war inflations worse 
than ours, and where there is less margin in living standards. 
The governments of some of our allies are essentially coalitions 
that hold office by narrow margins and hardly dare risk the 
alienation of support bound to result from rigorous attack on 
the root of inflation. The politically more attractive course— 
at least in its initial stages—of dealing with the symptoms of 
inflation by price-fixing is not likely to work well without the 
underpinning of a drastic fiscal and credit policy. The third 
alternative, into which the other two lapse as they fall short of 
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doing the job, is to let inflation run its course. The dangerous, 
and very likely fatal, consequences of that alternative, which 
rends society and economy as it goes, need no commentary. 

In practice we shall probably see a combination of the three 
ways of dealing with inflation, differing from country to coun- 
try. The effectiveness of these combinations, the extent to 
which they will prove able to minimize the economic and po- 
litical consequences of inflation, will be a decisive factor in 
determining the impact of rearmament on European recovery. 
The confidence or lack of confidence that governments have 
in their ability to take effective measures of this sort will have 
a lot to do with the size of the rearmament program they will 
be willing to undertake. 

Closely linked with the question of inflation is the problem of 
the extent to which our European allies will have to resort to 
direct controls to carry out their rearmament programs. To my 
mind it is almost inconceivable that they can make an adequate 
rearmament effort without fairly extensive use of such devices 
as price-fixing, allocation of some scarce materials, priorities, 
and perhaps certain transportation controls. But, as I have al- 
ready said, direct controls are not likely to do the job without 
drastic fiscal and monetary measures. Very authoritative sup- 
port for this view (as it applies to Britain) comes from Lionel 
Robbins, who does not consider direct controls an easy or in- 
trinsically desirable way of doing things, to put it mildly.* 
However, the contrary view can be found. Ludwig Erhard, 
the German Minister of Economic Affairs, has said that a régime 
of austerity, controlled prices and a shrinkage of the supply of 
consumer goods would weaken the German economy by re- 
producing the conditions that prevailed in Germany before the 
currency reform of June 1948. We must remember, too, that 
the emergence of a kind of liberalism as the prevalent domestic 
economic policy in Italy and France is due to the failure of 
controls as much as to its own merits. There will be reluctance 
in these countries to return to anything that looks like dirigisme. 
Unfortunately it is precisely in these countries that, for reasons 
not unconnected with the failure of controls, the tax system is 


8 Lionel Robbins, “ Defence and Controls”, The Spectator, January 15, 1951. 


4 Neue Zuercher Zeitung, February 22, 1951. 
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in the poorest shape, least able to cope with the demands of a 
rearmament program. And it also is in these countries that 
the need to cushion the impact of the rearmament program on 
the lowest income groups is most urgent. 

An underlying factor further complicates these questions. 
We hope we are not moving into war. If we avoid that catas- 
trophe, the defenses we are building will have to last a long 
time. At the same time Americans and Europeans will not be 
content to live a barracks life. That means we must find a way 
to sustain an enlarged defense establishment throughout the 
free world and at the same time permit the civilian economy to 
function as well as possible. This problem may be with us for 
the indefinite future. The argument for direct controls is based 
on the need for speed in reaching a higher level of prepared- 
ness. Once that level was reached the burden of the military 
economy would be somewhat reduced. At least, so the current 
calculations run. It remains to be seen whether we shall in 
fact keep the defense effort on a plateau or whether a new ascent 
then seems necessary. Along with this goes the unanswered 
question whether, once the plateau is reached, we can then sub- 
stantially dismantle most of the direct controls adopted for the 
present emergency. 


Ill 


What we look forward to is of special importance in deciding 
how to deal with the impact of rearmament on Western Eu- 
rope’s position in the international economy. The main ten- 
dencies are easy to see. Inflationary pressure will make it 
harder for Western Europe to export; costs will go up and 
demand will increase on the home market. Machinery, metal 
products and chemicals, which have played a large part in 
Europe’s export revival, will be among the products most af- 
fected by diversion to defense production. Other products, like 
textiles, will also be affected. At the same time, the bill for 
imports may rise as the result of greater raw material needs 
which have to be purchased at the new high levels. When men 
move from factories to armies they stop producing, but con- 
tinue to consume as much or more. If Europe should be 
fortunate enough to find ways to make use of most of its un- 
employed, who are principally in Italy and Germany, that will 
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help production but it will also increase the demand for im- 
ported raw materials and foodstuffs. There is likely to be a 
growing capital flight from Europe. 

Thus 1950 may shortly look like the “ good old days”. I 
do not wish to paint too dark a picture; there are some com- 
pensating factors. To the extent that the Western European 
rearmament effort lags behind that of the United States, in 
time and in amount, some of the benefits of 1950 may still be 
obtainable, though in smaller volume. Countries producing 
raw materials will have more dollars; they may find it even 
harder to get American goods than European goods; as Europe’s 
prices rise its terms of trade may improve somewhat; the United 
States is likely to continue to be a good market for European 
exports; earnings from shipping and tourist traffic may rise. 
And there will be American aid. 

Only an econometric soothsayer could cast up these future 
accounts. Two things stand out. The first is that Western 
Europe’s chances of getting through the rearmament period 
without great damage to its international economic position de- 
pend very largely on its ability to produce more, hold down 
inflation, and make goods available for export. The second is 
that the size and type of American aid, and the policies that 
guide its granting, are likely to be crucial. 

We have agreed to provide our European allies with a num- 
ber of military supplies— “‘ end-items ” in the current jargon. 
The Administration will shortly go before Congress for funds 
to provide what is called “economic aid” as well. There is 
no room here for a full discussion of how this economic aid 
ought to be used. Inevitably a country’s pursuit of a satis- 
factory rearmament program will be a major consideration in 
allocating American aid. But we must not forget that we are 
pursuing and advocating a policy of rearmament short of war, 
that we aim to create conditions we may have to sustain for 
years to come. Nor must we forget that security cannot be 
had by arms alone. Both these reminders point in the same di- 
rection. They indicate that we shall be wise to make our cal- 
culus of an ally’s worthiness to receive aid broad enough to 
include the health of his economy and the spirit of his people 
as well as the number of his armed forces and the output of 
his arms factories. The other main conclusion implied in this 


[297] 


12 MOBILIZING AMERICAN POWER [Vo.. XXIV 


analysis is that since we hope to escape war we should not 
sacrifice the aim of a prosperous, self-sustaining European econ- 
omy to the needs of the moment. The price of an immediate 
gain would be much greater difficulties in the years to come— 
unless war is just around the corner—and a great risk of failure 
in our long-run aims. There is probably a limit to the number 
of times Europe’s economy can be put through the grinder and 
then made whole. The point is particularly relevant to the 
maintenance of a reasonable export trade from Europe to the 
rest of the world, even if this means that the current bill for 
American aid to Europe is somewhat greater than it might 
otherwise be. As Austin Robinson recently said, ““ No country 
can conceivably hope to conduct a prosperous and successful 
foreign trade by a process of blowing hot and blowing cold, 
of making export cuts this year and export drives next year.” ® 

There is little danger of mistaking the United States for 
Lady Bountiful in the years to come. Everyone will be 
squeezed, here and in Europe and perhaps in much of the rest 
of the world as well. The aim is to spread the burden in the 
way that will do the least damage. The United States should 
not have to stand alone in this matter. Canada, the overseas 
countries of the sterling area, and perhaps the United Kingdom 
as well, will be in a position to help. We face 2 common prob- 
lem that is more than the common threat of aggression; it is 
the problem of making the world economy work effectively. 
This duality of ends complicates our problems and calls for a 
multiplicity of means. 


IV 


These comments have only skimmed the surface of Western 
Europe’s problems in the era of rearmament. They invite the 
question which was asked when Europe faced the problems of 
post-war reconstruction: Would it not be better to do the job 
together than separately? When Paul Hoffman launched ECA’s 
“integration ” drive in a speech to the OEEC Council at the 
end of October 1949, he warned that unless rapid strides were 
taken toward the creation of a single market in Western Europe, 


5E. A. G. Robinson, “The Economics of Rearmament”, Lloyds Bank 
Review, January 1951. 
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. the first time the European economy is subjected to seri- 
ous pressure . . . the vicious cycle of economic nationalism 
would again be set in motion.” ® He was thinking of pressure 
on Europe’s balance of payments through fluctuations in world 
economic activity, but the warning is apposite to the pressure 
of rearmament.’ Western Europe has not taken many of the 
steps toward integration recommended by Mr. Hoffman. What 
are the prospects of increased economic codperation now? 

In economic logic the case for economic integration is 
strengthened by rearmament. The need for more production 
and a minimum cut in living standards adds force to the de- 
sirability of greater regional division of labor and increased 
efficiency through more competition. Every opportunity to 
bring together factors of production now separated by national 
boundaries is to be welcomed. The possibility of increasing the 
gains from foreign trade by presenting a single face to the rest 
of the world is not to be ignored. Furthermore, one of the ob- 
jections to drastic steps toward integration—that they promise 
future benefits at the expense of current dislocation and possible 
loss—is considerably weakened by the great increase in demand 
resulting from rearmament; there will be a market for every- 
thing. (The corollary of this statement seems to be that the 
gains from integration would not be very great in the immedi- 
ate future, but the significance of this point would wane as time 
passed and the European economy reshaped itself for the con- 
tinuing state of preparedness.) A second objection to integra- 
tion—that it would have little effect in relieving the dollar 
shortage—is also less forceful under present circumstances, 
though not wholly irrelevant. 

We shall have to look beyond logic to get light on this ques- 
tion. The problems of inflation, equitable distribution of in- 
come, the pressure on living standards, and the difficulties of 
foreign trade which we have spoken of in broad terms applying 
to the whole of Western Europe actually have important differ- 
ences from one country to another. Prevalent views on how to 
deal with these difficulties are likely to be still more divergent. 


ec 


6 The New York Times, November 1, 1949. 


7 However, it should be borne in mind that he was speaking of the period 
after American economic aid had stopped. 
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Attitudes which have hindered integration are not likely to 
disappear and may be enhanced. Faced with new burdens the 
British are not likely to change their opinion that it is a risky 
business to share economic decisions with Frenchmen who do 
not pay their taxes and occasionally go for weeks without a 
government. Scandinavians who see the only answer to infla- 
tion in tighter controls and more austerity will have reservations 
about getting into the same economic boat with the Italians 
when even Italian Socialist leaders will explain that direct con- 
trols are not the way to get things done in Italy. On the other 
hand it may be that where basic approaches and standards of 
public administration are less divergent, a rearmament boom 
may be of some help in getting over obstacles to codperation 
raised by the desire to protect certain domestic interests against 
foreign competition. 

By emphasizing the risk of war, rearmament is bound to 
strengthen the military considerations which have made coun- 
tries hesitate to go too far along the road of increased economic 
interdependence. These are no longer considerations favoring 
the maintenance of potential full self-sufficiency for wartime; 
that is plainly out of the question for the countries of Western 
Europe. Now the argument applies to particular industries of 
special importance in wartime, like watchmaking and clock- 
making, or to the maintenance of some level of food production, 
or, within limits, to basic industries (military considerations 
probably affected Britain’s decision not to enter the Schuman 
Plan negotiations). One may argue that the North Atlantic 
Treaty, and the Brussels Pact before it, removed much of the 
justification for policies of this sort by making the defense of 
Western Europe a common enterprise. But even if a govern- 
ment is completely sure of its allies, it cannot overlook geog- 
raphy as it is affected by strategy; from this point of view the 
Ruhr seems to many to be on the wrong side of the Rhine; to 
the British the Channel is still a great moat. 

Of course, it is just in this field that two new factors have 
been introduced which could radically alter the prospects for 
closer European economic codperation. These are the codrdina- 
tion of defense production under the North Atlantic Treaty 
and the Schuman Plan. There exists a number of committees 
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and boards in NATO which have the assignment of getting 
the most out of the defense production effort of the member 
countries by seeing to it that the right things are made in the 
right places. Their jurisdiction is not limited to Western Eu- 
rope—the United States too has something to gain from the 
principles it is preaching—but within that area they are pre- 
sumably concerned with such questions as whether Holland 
should make a large part of the electronic equipment for the 
rest of the allies, and whether Britain shall make the jet engines; 
they presumably must see what can be done to match Italy’s 
unemployment with labor shortages elsewhere in Europe, and 
how best to ensure that semifinished steel from Germany flows 
to arms factories in other countries. For the time being at 
least, operations of this sort are hidden from the outsider so 
there is no basis for an opinion as to how far the codrdination 
of defense production will be carried. On the face of it, the 
NATO committees and General Eisenhower’s headquarters 
seem to have the possibility of becoming a major force pressing 
toward European integration. 

The second new factor, the Schuman Plan, is too complex to 
be treated justly here. A much greater area of agreement has 
been found than seemed likely when the discussions began. Re- 
armament made it easier to reach agreement on some points by 
ensuring that no plants would have to be shut down for some 
time to come. But it also reduced the pressure for agreement 
by removing the fear of surpluses, and at one stage the pros- 
pects offered by rearmament seemed likely to take the Germans 
out of the plan altogether. Only a close reading of the eco- 
nomic provisions coupled with an analysis of Western Europe’s 
coal and steel industries would enable us to talk about the prob- 
able effects of the Schuman Plan, during the next few years and 
in the longer run. There are also two more stages to go before 
the Plan becomes a reality: the meeting of Foreign Ministers, 
whose decisions will do much to determine how much influence 
national governments will have on the operation of the High 
Authority which is to supervise the coal and steel pool, and the 
consideration by national parliaments which will determine 
whether there is to be a pool at all. 

Closer economic codperation has been the subject of many 
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professions of faith in Western Europe before and since rearma- 
ment. But here the doctrine of Gentlemen Prefer Blondes ap- 
plies: ““ A kiss on the hand makes you feel very nice, but a 
diamond bracelet lasts a lifetime.” The diamond bracelets of 
economic codperation are commitments to concrete action and 
the actual creation of conditions of greater interdependence. 
The Schuman Plan bids fair to be the prize sparkler of the col- 
lection, but it is still in the shop window. Less dazzling, but of 
good workmanship, are the European Payments Union and the 
trade liberalization measures connected with it. A good argu- 
ment can be made that the further removal of barriers to intra- 
European trade would strengthen the Western European econ- 
omy for carrying the burden of rearmament. Unfortunately, 
rearmament also sets in motion a number of forces which 
press governments to reimpose import quotas and to 
tighten controls over exports. The EPU mechanism, which 
makes it easier to carry on international trade within Western 
Europe, may be strained by the restoration of trade barriers 
and will be greatly endangered by national inflations proceed- 
ing at varying rates. It should be possible to adapt EPU to the 
new situation, but that will require using it as a funnel for a 
greater share of American aid to Europe than now moves 
through it, and probably for aid from the sterling area as well. 
Whether a large part of the trade liberalization program also 
can be salvaged is more problematical. 

New forces are at work in the European economy as a result 
of rearmament. Inevitably European economic codperation 
moves into a new era with changed problems and prospects. 
But there is at least one vital constant: the crucial economic 
decisions continue to be made by governments responsible to 
national electorates. By increasing the pressure on everyone, 
rearmament adds to the premium on rapid, decisive action 
which takes due account of particular interests. To date co- 
operative measures have not seemed the most effective way of 
satisfying these needs. National action is at best an inadequate 
way of satisfying them. These two ingredients are likely to 
alter their quantities in the new compound now being mixed. 
Flat predictions seem unwarranted but for the time being the 
indications are that Western European economic integration is 
not likely to be a by-product of rearmament. 
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V 


Sketchy as this essay has been, it supports a few broad con- 
clusions about the impact of American mobilization on Euro- 
pean recovery. In 1950, the impact was favorable because 
United States mobilization ran well in advance of Europe’s. 
From now on the tendency will run in the other direction and 
Europe will be burdened with its own rearmament. American 
policies concerning European rearmament are likely to be as 
important to the maintenance of European recovery as the di- 
rect effects of American rearmament. In an important sense 
the area of maneuver has broadened; codperation among the 
Western European countries alone, buttressed by Marshall Aid, 
takes second place behind the closer economic codperation of all 
the North Atlantic Treaty countries and the sterling area. In 
all probability the United States will find itself more deeply in- 
volved in European political and economic issues on a “ working 
level ” than it likes to be or than the Europeans like. This is a 
necessary but risky consequence of the combination of seeking 
adequate European rearmament and providing American as- 
sistance for that purpose. To do the job successfully will re- 
quire many fine attributes, including a rethinking of American 
attitudes on many problems, new heights in diplomatic and eco- 
nomic insight and behavior, and a clear recognition that “ mu- 
tual efforts for common goals ” include us and not just the other 
fellows. One of the first requisites is that our own rearmament 
economy shall not only produce the military necessities but shall 
also avoid so far as possible the evils of inflation, inequity and 
the deterioration of the way of life we are defending. These 
matters I gratefully leave to those who follow me on this 
program. 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN Brown: Thank you, William Diebold, for a very in- 
teresting and provocative paper. 


It is a good thing that in this country we do not have the same 
custom as they have in some other countries, namely, listing behind 
the names of individuals as a mark of their qualifications, a series of 
initials; for if we did have such a custom, Professor John E. Orchard, 
of Columbia University, in addition to his Ph.D., would have O.P.M., 
O.L.L.A., F.E.A., O.F.L.C., E.C.A., and, to complete the list, the State 
Department. 


By way of an interpretation, that means that Professor Orchard 
during the war had assignments in the Office of Production Manage- 
ment, the Office of Lend-Lease Administration, the Foreign Economic 
Administration, the Office of Foreign Liquidation Commissioner, and 
in more recent years has been an adviser to Mr. Harriman in the E.C.A. 
in Paris. 

With such a wealth of experience in addition to his opportunity for 
contemplative thinking in his academic assignments, Professor Or- 
chard brings to us a rich background to talk upon the procurement 
and allocation of strategic material, an extremely important and vital 
part of any mobilization or defense program. Dr. Orchard! 
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STRATEGIC MATERIALS: PROCUREMENT 
AND ALLOCATION 


JOHN E. ORCHARD 


Professor of Economic Geography 
Graduate School of Business, Columbia University 


N our complicated modern economy, a definition of the 
] term strategic materials presents major difficulties. So 

many commodities, drawn from so many parts of the 
world, have an essential part in supplying our day-to-day re- 
quirements and, in times of emergency such as the present, in 
meeting the demands of defense, that to distinguish between 
materials that are strategic and those that are not becomes an 
almost impossible task. By necessity, attention must be cen- 
tered upon the more critical materials possessing particular 
properties, for which satisfactory substitutes are not available 
and the supply of which either is limited or is uncertain be- 
cause of location in areas that may become inaccessible in the 
event of war. 

Even on so restricted a basis the list is not a brief one. At 
the present time, 74 materials are included in the United States 
stockpiling program plus a supplementary group of some 20 
items of secondary priority.’ In addition to the stockpile list of 
94 items, there are numerous other materials produced prin- 
cipally in the United States, which are already scarce and which 
may become critical. Various government agencies are engaged 
in programs for increasing their production and for conserving 
available supplies. Any list of strategic materials must always 
reriain highly flexible, for, almost overnight, new discoveries, 
improved transport, new demands, technological developments, 
political shifts or changes in the progress of a war may add to 
re” ‘irements or subtract from them. 

ihe United States is fortunate in the possession of natural 
resources in wide variety and in great abundance, but in periods 
of international tensions the emptiness of the myth of Ameri- 
can economic self-sufficiency becomes apparent. This country, 


1 United States Department of Defense, Munitions Board, Stockpile Report 
to the Congress, January 23, 1951, p. 2. 
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it is estimated, produces over one half of the world’s industrial 
output, but we mine only one third of the world’s supply of 
minerals and from our soil come less than a third of the major 
fibers, one seventh of the vegetable oils, and none of the natural 
rubber and a host of other primary materials that enter into our 
consumption.” The smooth operation of our complex, peace- 
time economy depends upon a flow into industry of a long list 
of raw materials not produced within our own territorial 
boundaries. With war, or the threat of war, the continued 
supply of many of these materials becomes, strategically, of the 
highest importance. (See Table I) 

The Munitions Board stated in 1950 that 42 of the 69 ma- 
terials of first priority then being stockpiled were not produced 
at all in the United States. Only 8 of the remaining 27 items 
were produced in large enough quantities to meet half of our 
peacetime needs.* It is true that 21 of the scarce items are 
obtained either from Latin America or from North America 
outside of the United States. But at ‘least 13 of the critical 
items, imported to the extent of 100 per cent of our consump- 
tion—or very nearly that—are not obtained in any quantity in 
the Western Hemisphere. This group includes such vital ma- 
terials in steel making as chromium and manganese, both of 
which formerly came from the Soviet Union. Chromium is 
now being imported from Turkey, Southern Rhodesia, the 
Union of South Africa and the Philippine Republic. Man- 
ganese must come from India, the Gold Coast and other African 
areas. Latin America has not been able to replace our de- 
pendence on South or Southeast Asia for tin, mica splittings, 
rubber, jute, coconut oil or Manila hemp. Similarly, we obtain 
from Africa the bulk of our columbium, cobalt, palm oil, in- 
dustrial diamonds and asbestos of certain grades. 


2 The International Development Advisory Board, Report to the President, 
March 1951, Partners in Progress, p. 42, for estimates of U. S. share of 
industrial output and minerals. Estimates on fibers and vegetable oils from 
data in Commodity Year Book, 1950, Commodity Research Bureau, New 
York, and in Year Book of Food and Agriculture, 1949, and U. S. Statistical 
Abstract, 1950. 


3U. S. House of Representatives, 81st Congress, 1st Session, National 
Military Establishment Appropriation Bill for 1950, Preconference Hearings 
before the Subcommittee on Appropriations, Statement by E. H. Hawkins, 
Procurement Consultant, Munitions Board. 
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In mobilizing strategic materials for defense, the first con- 
sideration must be assurance of an adequate supply to meet 
both military requirements and the essential requirements of 
the civilian economy. Supplies must be planned, not on the 
basis of a normal and free flow of goods, but on the possibility 
of drastic disruptions in world trade. Requirements must be 
measured in terms of the needs not only of the United States 
but also of those friendly countries which may be expected to 
be allied with us if war does come. They should be adequate to 
ensure as little disturbance as possible to the civilian economy, 
especially since the present period of world tensions promises 
to be a protracted one. In view of the tremendous material 
demands of modern defense and the magnitude of the prepara- 
tions of the Western democracies, any hope of accomplishing 
the basic military aims and of limiting their impact upon the 
civilian economy can rest only upon the availability of vastly 
greater supplies of most materials than are at present in sight. 

In the mobilization program for strategic materials, there has 
been concentration upon three points of attack: (1) certain 
strategic materials are being stockpiled to make up the deficit 
between probable supplies and estimated essential demand in 
time of war; (2) machinery is being established to ensure the 
effective utilization of currently available materials and to chan- 
nel them into essential uses and away from nonessential con- 
sumption; and (3) encouragement and assistance are being 
given to an increased output at home and abroad of all the 
commodities that are or may become scarce and critical. In 
the paragraphs that follow, I shall examine the efforts on each 
of these three fronts and point out some of the difficulties that 
require solution. 

The legislative authority, as it relates to the mobilization of 
strategic materials, is found mainly in the Strategic and Critical 
Materials Stockpiling Act of 1946, the National Security Act 
of 1947, the Rubber Act of 1948, the Federal Property and 
Administrative Services Act of 1949 and the Defense Produc- 
tion Act of 1950. The problems inherent in the procurement 
and allocation of strategic materials are extremely complex and 
the machinery to accomplish these tasks cannot be simple. To 
the outsider, it may appear unduly intricate and confused with 
lines of authority that are not always clear and with overlap- 
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TABLE I 
STRATEGIC AND CrITICAL MATERIALS FoR STOCKPILING 
Approximate Dependence on Imports and 
Major Sources of Supply 
Recent Years * 
e nt U.S. . nto 
Materials Main Sources of f 
on Imports Import Main Sources 
Western Hemisphere 
Aluminum 11 Canada 60 
Antimony 70 Mexico, Peru 95 
Bolivia * (antimony ore) 
Asbestos 90 Canada” (chrysotile) 92 
Bauxite 54 Surinam 82 
Br. Guiana, Trinidad & 08 
Tobago, Brazil 
Beryl 90° Brazil 87 
Bismuth not avail. Peru, Mexico 100 
Cadmium =. Mexico 99 
Castor Oil 100 Brazil (incl. seeds) 93 
Copper 31 Chile 56 
Other N. & S. American 89 
Countries 33 
Fluorspar 20 Mexico 71 \ 86 
Newfoundland 15 
Graphite 52 Mexico * (amorphous) 85 
Lead 47 Mexico, Peru, Canada 65 } 74 
Other N. & S. American 9 
Nickel 88 Canada 93 
Iridium not avail. Canada‘ 32 
Platinum not avail. Canada’? 56 
Quartz Crystals not avail. Brazil 
Quayule Seeds & 
Seedlings Mexico 
Quebracho 100 Argentina 8 boos 
Other 8. American Countries 218 
(wood and extract) 
Quinine 100 Guatemala’ (cinchona bark) 79 
Tin 100 Bolivia *® (tin ore) 62 
Vanadium 33 Peru 100 
Zine 26 Mexico 54 
Other N. & S. American 36 } %0 
Rare Earths not avail. Brazil (monazite sands) 
Sisal 100 Mexico" 51 } 75 
Other Latin American 24 
Wool 68 Argentina ' 31 
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TABLE I (continued) 
SrraTpcic AND CriTICAL MATERIALS FoR STOCKPILING 
Per Cent U.S. . 
on Imports Import Main Sources 
Africa 
Asbestos 100 Union of South ifjee | 100 
Southern Rhodesia ” 
(amosite & crocidolite) 
Chromite 100 Union of South Africa * 81 
(chemical grade) 
Cobalt 87 Belgian Congo 65 
Columbite nearly 100 Nigeria 98 
Diamonds, Industrial 100 Belgian Congo Kia 
Graphite 52 Madagascar * 87 
(crystalline flake) 
Kyanite 73 British East Africa ™ 38 
Manganese 92 Gold Coast and __ } 35 
Union of South Africa® 
Tantalite nearly 100 Belgian Congo 73 
Corundum or Union of South Africa (ore) 100 
Cotton wer Egypt (extra long staple) 67 
Sisal 100 British East Africa, \ oA 
Mozambique, Other African” 
Palm Oil 100 Belgian Congo 93 
Pyrethrum 100 British East Africa 66 
Belgian Congo 24 i 90 
Wattle Extract 100 British East Africa & } 100 
Union of South Africa 
Asia 
Rubber, crude natural 100 British Malaya 31 95 
Other Asian Countries 21 
Tin 100 Malaya, Indonesia, China 47 
Thailand * 
(concentrates & metal) 
Coconut Oil 100 Philippines (incl. copra) 100 (nearly) 
Abaca 100 Philippines 80 
Chromite 100 Philippines * 43 
(refractory grade) 
Quinidine 100 Indonesia 81 
Quinine 100 Indonesia ' 74 
Kyanite 73 India ™ 51 
Mica, splittings ag India 91 
Shellac 100 India (lac) 100 
Manganese 92 India® 23 
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TABLE I (continued) 
SrraTecic AND CRITICAL MATERIALS FoR STOCKPILING 


Per Cent U.S. 
Materials Dependence 
on Imports 


Per Cent of 
Imports from 
Main Sources 


Main Sources of 
Import 


Asia (continued) 


Antimony 70 China * (metal) 95 
Hog Bristles ison China 88 
‘Feathers & Down China 70 
(waterfowl) 
Silk, Waste & Noils 100 China 100 
Tungsten 50 China 50 \ 
Other Asian Countries 16 { 6 
Middle East 
Opium 100 Iran & Turkey 100 
Chromite 100 Turkey“ (metallurgical grade) 30 
Europe 
Celestite 100 Spain 50 
Chromite 100 US.S.R.-* (metallurgical grade) 35 
Manganese 92 USS.R* 20 
Iridium notavail. USS.R.* 56 
Platinum not avail. USS.R.’ 15 
Mercury 43 Spain 44 
Italy 20 > 69 
Other European Countries 5 
Jewel Bearings de Switzerland 
Sperm Oil ies Norway 
Australia 
Hyoscine not avail. Australia not avail. 
Wool 68 Australia ' 30 


*The list of materials is taken from U. 8S. Department of Defense, 
Munitions Board, Stockpile Report to the Congress, January 23, 1951, p. 2. 
Percentages are based on averages for 1946-1949 or 1946-1948, as far as 
possible. In some cases data were at hand for two years only, and in rare 
cases for one year only. Data on minerals from U. 8. Department of the 
Interior, Minerals Yearbook, 1948 and preprints for 1949; data on agricul- 
tural products are from U.S. Department of Agriculture, Agricultural Sta- 
tistics, 1949. Where data on imports are not covered in these two sources, 
use was made of the U. S. Department of Commerce, Foreign Commerce 
and Navigation of the U. S., 1943 (latest annual issue). In all cases the 
estimates are approximate. Data before 1946 not used because of the war. 

* Antimony: 70 per cent of the imports are in the form of ore; 30 per 
cent are metal. South American countries supply the ore, China the metal. 


» Asbestos: Chrysotile comes mainly from Canada; amosite and crocido- 
lite from Africa. 
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TABLE I (continued) 
STRATEGIC AND CRITICAL MATERIALS FoR STOCKPILING 


* Beryl: Per cent imports are of production plus imports. 

“Cadmium: Production exceeded consumption in 1947; imports for stock- 
piling. 

* Graphite: Amorphous from Mexico; crystalline flake from Madagascar. 


‘Iridium: USS.R. supplied 56 per cent of imports of refined iridium, 
1947-1948 ; Canada supplied 32 per cent. 


*Tin: Tin ore mainly from Bolivia; concentrates and metal from Ma- 
laya, Indonesia, China and Thailand. 


* Sisal: Comes from both Latin America and Africa. 
‘ Wool: Comes from numerous sources; Australia and Argentina lead. 


1Platinum: Canada supplied 56 per cent and USS.R. 15 per cent in 
1947-1948; US.S.R. sent 30 per cent in 1947 and none in 1948. 


"Chromite: Metallurgical grade in 1947-1948, 46 per cent fom USS.R., 
dropped to 16 per cent in 1949; Turkey now major source, with Union of 
South Africa and Southern Rhodesia next. Chemical grade is mainly from 
Union of South Africa, none from USS.R. after 1948; refractory grade 


from the Philippines, Cuba and Union of South Africa, none from USS.R. 
after 1947. 


' Quinine: Cinchona bark from Guatemala, quinine from Indonesia. 
™ Kyanite: India supplied 51 per cent, British East Africa 38 per cent. 


"Manganese: Imports in 1947-1949 were 20 per cent from USS.R.; 23 
per cent from India and 35 per cent from Gold Coast and Union of South 


Africa. In 1949, US.S.R. had dropped to 11 per cent and African countries 
rose to 40 per cent. 


pings of responsibility. These are the administrative difficulties 
of an emergency government operation as extensive as the 
present one. Already, there has been some simplification in or- 
ganization and more is bound to come as the problems are better 
understood. 

The procedure for the building of the stockpile is particularly 
involved and depends upon the coérdination of a number of 
interlocking agencies. The Munitions Board, in order to arrive 
at stockpile objectives, calls together a series of committees 
formed of technicians from the different government depart- 
ments. The committees in turn consult with committees of 
representatives from industry and these groups together com- 
pile the data on which are based the estimates of wartime supply 
and demand for each of the materials to be stockpiled. These 
estimates, assembled by the Munitions Board, are reviewed with 
respect to national policy on military strategy, international 
repercussions and the impact on the civilian economy, by the 
Interdepartmental Stockpile Committee on which sit representa- 
tives of the thirteen agencies or departments most directly con- 
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cerned with the use of the stockpile or with its possible impact.‘ 
The Interdepartmental Committee, in effect, formulates the 
policy governing the stockpile and makes the recommendations 
on the materials and the quantities and qualities to be stock- 
piled. These recommendations are carried out by the Munitions 
Board largely through the Emergency Procurement Services of 
the General Services Administration which undertakes the func- 
tions of purchase, transport, necessary refining and processing, 
storage, rotation, maintenance and disposal of materials in ac- 
cordance with the determined policy.® 

The stockpile, in so far as it is possible, has been built up 
from supplies of materials in excess of the current industrial 
demand. The civilian economy is further protected from sub- 
stantial and sudden releases of stockpile materials to the open 
market by the legislative provision that no such material may 
be disposed of without the express approval of Congress except 
in the case of materials that have become obsolescent.® As far 
as the civilian economy is concerned, the stockpile has been 
sterilized. It is to be drawn upon only for defense purposes 
and then only on order of the President or, in time of war, of 
an agency designated by the President. In the present defense 
preparations, the materials now stored have not been drawn 
upon as yet. Since the stockpile is national and not just mili- 
tary, it will provide for essential needs, civilian as well as 
military, in the event of war. 

The present stockpile program was begun with the passage 
of the Strategic and Critical Materials Stockpiling Act of 1946. 
Progress was slow, however, until the Korean incident. From 
1946 through the fiscal year 1951, Congress has established ob- 
ligational authority for stockpiling purposes totaling almost 
$4.5 billion, but of this amount two thirds were made available 
for the fiscal year 1951 and only one third for the four previous 


4 The Interdepartmental Stockpile Committee is made up of representatives 
of the Army, Navy, Air Force, The Research and Development Board, The 
Atomic Energy Commission, the Bureau of the Budget, the General Services 
Administration, the National Security Resources Board, the Economic Co- 
operation Administration, and the Departments of State, Commerce, Agricul- 
ture and Interior. 


5 Stockpile Report to the Congress, January 23, 1951, pp. 5-6. 


6 Strategic and Critical Materials Stockpiling Act of 1946 (Public Law 
520—79th Congress), Section 3. 


[312] 


: 
H 


No. 3] STRATEGIC MATERIALS 27 
years.’ For the earlier years, the relatively meager funds pro- 
vided by Congress were utilized by the Munitions Board in the 
face of some difficulties, particularly a resistance to purchases 
of materials abroad, in preference to domestic supplies, even 
though such supplies might deplete meager reserves or be drawn 
from high-cost producers. As of December 31, 1950, materials 
valued at $2.7 billion were physically on hand and additional 
materials valued at over $1 billion were under contract. Ac- 
cording to Charles E. Wilson, Director of Defense Mobilization, 
materials on hand in the stockpile on March 1, 1951 were valued 
at $3.2 billion. At the same time, Mr. Wilson stated that total 
stockpile requirements, computed on the basis of estimated war- 
time needs less estimated supplies available during a war period, 
had been raised to $9.7 billion. As of March 1, therefore, the 
stockpile goals of that date had been about one-third realized.*® 

The stockpile is of utmost importance in our defense mobili- 
zation. It is essentially insurance against shortages that may 
occur at some time in the future and is not a source of current 
supply. For the expansion of the current industrial output and 
for the channeling of strategic and critical materials to their 
most effective use in national defense and in meeting essential 
civilian needs, a vast government machine has become necessary. 

Through the Defense Production Act of 1950, the authority 
of the President to establish priorities and to make allocations 
of scarce materials has been confirmed and extended. That 
authority has been delegated, through the Defense Production 
Administration, to a number of agencies. For example, the re- 
sponsibility for priorities and for allocations of petroleum, gas, 
solid fuels and electric power now rests in the Department of 
the Interior where it is administered by the Petroleum Adminis- 
tration for Defense, the Defense Solid Fuels Administration and 
the Defense Electric Power Administration.® 

Responsibility for establishing priorities on foods and on the 
domestic distribution of farm equipment and commercial fer- 


7 Stockpile Report to the Congress, January 23, 1951, p. 14. 


8 Office of Defense Mobilization, Report to the President by the Director 
of Defense Mobilization, no. 1, Building America’s Might, April 1, 1951, p. 17. 


® Executive Order # 10161, September 1950 (15 F.R. 6105); Executive 
Order # 10200, January 3, 1951 (16 F.R. 61) ; Defense Production Admin- 
istration Order # 1, January 24, 1951. 
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tilizers has been delegated to the Department of Agriculture. 
To the Interstate Commerce Commission has been delegated the 
control over domestic transportation, storage and port facilities, 
and to the Atomic Energy Commission the control over fission- 
able materials. 

The priority and allocation powers over the remainder of the 
critical materials—and these constitute the bulk of the list—are 
centered in the National Production Authority established 
within the Department of Commerce. To conserve the supplies 
of scarce materials, to achieve equitable distribution of orders 
and to make possible the maximum production of defense sup- 
plies, with a minimum disruption of the civilian economy, the 
National Production Authority is applying several kinds of 
checks and controls. Of primary importance are the defense 
ratings which may be assigned to orders and contracts for goods 
of high priority. The defense or “ DO ” rating carries through 
the manufacturing process and gives to the contract a preferred 
claim on any materials that have been placed under control. 
The National Production Authority to date has delegated the 
right to assign and apply defense ratings over purchases and 
contracts within their jurisdiction to the Defense Department, 
the Atomic Energy Commission, the National Advisory Com- 
mittee for Aeronautics, the Coast Guard, the Civil Aeronautics 
Commission and the Department of State.’° 

The National Production Authority has issued basic priority 
rules providing for the placing, accepting and scheduling of 
rated orders and for their equitable distribution among pro- 
ducers. Fabricators and producers are required to earmark a 
percentage, adjusted periodically, of their holdings of specified 
strategic materials to meet defense-rated orders. After allow- 
ance has been made for the requirements of the stockpile and 
for current defense production, it is the policy of the National 
Production Authority to permit the remaining materials to 
reach the civilian economy through normal channels. Controls 
have been provided to ensure equitable distribution to the fab- 
ricators and to safeguard new and small businesses. For ex- 
ample, in the case of aluminum, zinc, nickel, copper and copper- 
base alloys, tin plate and terne plate, restrictive orders have 


10 National Production Authority Del. 1-4, as amended February 12, 1951, 
and Del. 5, as amended December 18, 1950; Del. 6, January 4, 1951; Del. 8, 
February 12, 1951. 
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been issued limiting manufacturers and fabricators of civilian 
goods to the use of a given percentage of their consumption 
of these materials in a stated base period.” 

The degree and the nature of the controls vary with the 
particular material. In the case of rubber, the National Pro- 
duction Authority has placed over-all limits on consumption, 
prohibited the private import of natural rubber, provided for 
the allocation of government-produced synthetic rubber and 
for increased production of camelback, a compound of re- 
claimed and synthetic with a little crude rubber used for re- 
treading tires, and has restricted the use of natural rubber in a 
long list of products.” 

For tin, another material imported wholly from abroad, the 
National Production Authority has set up a control structure 
restricting the use of pig tin in manufacture, processing and 
construction and prohibiting all uses of pig tin, secondary tin 
and tin-bearing products except those expressly permitted. The 
Authority has put limitations on inventories of pig tin and ma- 
terials containing tin. It has provided for the substitution of 
other materials not in such scarce supply and has prohibited the 
private import of pig tin and any deliveries not covered by al- 
location authorizations. The permitted uses of tin plate and 
terne plate have been defined, restrictions have been set on 
manufacturers concerning the percentage of tin used in the 
coating machines and limitations have been placed on the use 
of cans made of tin plate and terne plate.’* 


11 National Production Authority : 
Reg. 2—Basic Rules of the Priorities System, as amended February 
27, 1951. 
Order M-7 —Aluminum for Civilian Use, as amended March 9, 1951. 
Order M-8 —Tin, as amended March 12, 1951. 


Order M—12—Use of Copper and Copper Base Alloys, as amended 
March 9, 1951. 


Order M-14—Nickel, as amended February 28, 1951. 
Order M-15—Use of Zinc, as amended January 15, 1951. 


12 National Production Authority, Order M-2, Rubber, as amended March 
I, 1951; and Supp. 1 to M-2, February 19, 1951. 
13 National Production Authority : 
Order M-8 —Tin, as amended March 12, 1951. 
Order M-24—Tin Plate and Terne Plate, January 27, 1951. 


Order M-24—Cans, as amended March 16, 1951; Dir. to M-25, March 
12, 
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Even more stringent controls have been placed on the use 
of the heat-resisting metals, such as tungsten, columbium, cobalt 
and molybdenum, so essential in the manufacture of the jet 
engine. Another group of materials recently placed under 
practically complete control includes boron, manganese, nickel, 
silicon, tantalum, vanadium and zirconium, all of them impor- 
tant in metallurgical processes.** 

Thus, in terms of its strategic character, its essential qualities 
and the degree of scarcity, each material is subject to a variety 
of controls which may be summed up as follows: complete or 
partial prohibition of civilian use and complete or partial allo- 
cation to defense orders, prohibition of private imports, limita- 
tions on inventories, restrictions on use, on deliveries, on fabri- 
cation, permissive lists and prohibited lists, standardization for 
purposes of simplification and conservation, and substitutions. 

For months the officials of the National Production Author- 
ity and the Defense Production Administration have been for- 
mulating a Controlled Materials Plan based on a modification 
of the control plan used by the War Production Board at the 
end of World War II. It has been announced that this plan 
will go into effect for steel, copper and aluminum on July 1, 
1951. It will make possible the authorization of specific pro- 
duction schedules and the firm allocations of the three basic 
metals required to meet direct defense and defense-supporting 
and construction needs.’® 

The controls outlined to this point are directed to our do- 
mestic economy. The mobilization of strategic materials for 
defense is, however, a broader problem which is affecting pro- 
foundly the economy of the entire Western World. Even in 
peacetime, consumption in the United States of practically 


14 National Production Authority: 

Order M-1o—Cobalt, as amended December 30, 1951. 

Order M-30—Tungsten, January 22, 1951. 

Order M-33—Molybdenum, January 27, 1951 and as amended March 
27, 1951. 

Order M-49—Columbium and Tantalum, March 15, 1951. 

Orders reported in the New York Times, April 7, 1951 covering the 
last group named in text. 


15 The New York Times, April 13, 1951, p.1, “U.S. to Dole out Aluminum, 
Copper and Steel after July 1”. 
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every major strategic commodity represents so large a share of 
total world supply that prosperity or depression in the produc- 
ing areas is governed by the state of the American market. 

The magnitude of the American preparedness program since 
the Korean incident and the swiftness of our procurement ac- 
tivities in recent months have completely disrupted world 
prices of a long list of strategic materials. Between May 1950 
and January 1951, in a period of little more than six months, 
the price of tin increased 135 per cent, antimony 71 per cent, 
lead and zinc 45 per cent, and crude rubber 157 per cent.*® 
Similarly, wide rises in price occurred in copper, tungsten, wool, 
silk and numerous other vital materials. One obvious effect of 
this rise in price has been a great increase in the cost of the 
American stockpiling and rearmament program. So burden- 
some has it become that in one instance at least—the case of tin 
—purchases for the stockpile have been suspended for the time 
being." The higher prices have also so expanded purchasing 
power in the primary producing areas that disastrous inflation 
now threatens. This danger will be discussed more fully in a 
later section. 

Some of the Western European countries may benefit from 
the higher prices through a greater flow of dollars by way of 
their colonial areas but they are also purchasers of raw materials 
for their own manufacturing plants and they have encountered 
both the higher prices for their imports and in some cases seri- 
ous shortages of materials because of United States purchasing. 
If not curbed, the somewhat chaotic conditions in world com- 
modity markets could hamper seriously the rearmament effort 
of Western Europe. As one effect of the higher prices, the 
Chancellor of the Exchequer, a few days ago, warned the British 
people that there must be still further restrictions on British 
consumption. He pointed out that import prices in 1951 over 
1950 had risen 25 per cent and export prices only 9 per cent. 


16 Prices reported in U. S. Senate Preparedness Subcommittee of the Com- 
mittee on Armed Services, Sixth Report, Investigation of Preparedness 
Program, Tin 1951, p. 56; and in U. S. Survey of Current Business, March 
31, 1951, S-33, S-37, S-39. 


17 The New York Times, March 7, 1951, p. 1, “ Stockpiling of Tin Is 
Halted to Force Reductions in Price”. 
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To meet the difference, a substantial increase in the volume of 
exports must be attained at the expense of domestic con- 
sumption.”® 

There has been a great deal of bitter criticism of the place of 
speculation in the rise of prices and there is some feeling in this 
country that the United States is being gouged by the primary 
producing areas and by middle countries which have an equal 
interest with us in establishing a military shield against the 
spread of communism. Such charges are undoubtedly not with- 
out foundation, but it is not surprising that the present situa- 
tion has developed under the pressure of a greatly expanded 
demand and in the absence of any international controls on 
prices or allocations. 

A British spokesman for the London Metal Exchange has 
summarized the effect of the United States domination of world 
commodity markets as follows: 


The United States is the richest and most powerful nation in 
the world and if she acts and speaks in such a way as to show 
the rest of the world that she is determined to absorb at least the 
world surplus of any commodity her words and actions are bound 
to be in the nature of a red light to everyone else, warning them 
that if they wish to acquire any of the raw material in question, 
they had better do so, more especially as time is an essential 
factor.® 


The price rises in the case of some commodities, tin and crude 
rubber as examples, have been aggravated further by active 
bidding in the primary markets by representatives of the Com- 
munist bloc. 

To meet these world problems of the procurement and allo- 
cation of strategic materials and to provide joint action for in- 
creasing the production and availability of such materials, it 
was agreed at the time of the conferences between President 
Truman and Prime Minister Attlee in Washington in December 
1950, that international machinery for the control of strategic 


18 The New York Times, April 4, 1951, p. 1, “ Britain Is Warned of New 
Sacrifices for Rearmament”. 


19 The New York Times, March 13, 1951, p. 53, col. 1, quoting letter to 
London Times of March 13, from W. K. Davey, chairman of the Com- 
mittee of the London Metal Exchange. 
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materials should be established. Accordingly, the International 
Materials Conference is being organized. Originally, only the 
United States, the United Kingdom and France were included 
in the conference but more recently the Organization for Euro- 
pean Economic Co-operation and representatives of the Latin 
American countries have been added.”® An active secretariat 
will function in Washington. 


Membership in the International Materials Conference em- 
phasizes heavily the consuming nations. It has been so closely 
restricted to ensure an organization small enough to operate 
quickly and effectively. Representation of the other interested 
areas, particularly the primary producing areas, is being pro- 
vided through a series of international committees on specific 
commodities given the responsibility for making recommenda- 
tions on means of speeding up production. The first committee, 
concerned with copper, lead and zinc, includes representatives 
of twelve nations; namely, Australia, Belgium, Canada, Chile, 
France, Western Germany, Italy, Mexico, Norway, Peru, the 
United Kingdom and the United States. Five other committees 
are at present contemplated. They will be concerned with 
sulphur, cotton, tungsten and molybdenum, manganese, nickel 
and cobalt, and wool. The international organization is still in 
a formative stage but it is expected to set up a global system for 
allocations, or what have been termed “‘ recommended distribu- 
tions ”, of the more critical commodities and thus alleviate some 
of the strains on world economy. In a sense, the new agency 
will reéstablish the Combined Boards of World War II. 

So much for the mechanism, national and international, for 
the procurement and allocation of strategic materials. Such 
measures as those outlined in the previous paragraphs are vital 
to the defense effort. It has been emphasized that stockpiles are 
necessary insurance even though it may be difficult to plan at 
all accurately for a war, the time, place and character of which 
are still unknown. Controls are important but they do not in- 
crease the total commodities available. They only assure their 
effective utilization and direct them into rearmament and into 
the key requirements of the civilian economy. 


20 The New York Times, February 27, 1951, “ Materials Group Opens 
Talk in U. S.”; and March 3, 1951, “Europe Gets Part in Commodity Rule”. 


[319] 


34 MOBILIZING AMERICAN POWER [VoLt. XXIV 


All these measures are better adapted to the emergency con- 
ditions of actual conflict than they are to the probable long- 
continued period of strain with which the world is now faced. 
In the presence of immediate and evident danger, restrictions 
on our accustomed way of life may be irksome, but they are 
readily accepted. As a safeguard against some more remote 
contingency, they become increasingly difficult to apply and 
to enforce. 

If, as now seems to be the case, an emphasis upon defense is 
to be a burden on our productive effort over an indefinite 
period, the maintenance of the level of civilian supply becomes 
more important. On the basis of present planning figures, there 
are indications that direct military requirements and the fulfill- 
ment of the stockpile program will absorb a major share of 
available supplies of many materials. For the short run, there 
is always fat in the economy to be drawn upon. For the long 
pull, however, if inflation, high prices and lowered living stand- 
ards are to be avoided, there must be sufficient expansion in 
production both to meet defense needs and to hold any cur- 
tailments of the civilian economy to the minimum. In ad- 
dition, therefore, to controls and allocations, it is imperative 
that the countries of the Western World join in an effort to 
increase substantially the productive capacity for the supply of 
foods and raw materials. 

This positive side cf mobilization is also provided for in the 
government’s defense machinery. Authority to make loans for 
the expansion of capacity is given to the Reconstruction Finance 
Corporation and authority for the purchase of materials on 
contract for these purposes is granted to the General Services 
Administration. Responsibility is placed on the Department of 
the Interior for the exploration and development of new sources 
of mineral supply. 

Throughout the period of its existence, the Economic Co- 
operation Administration has acquired for the American stock- 
pile from the European countries and from their colonies im- 
portant quantities of strategic materials. Payment has been 
made from the local currency counterpart funds established by 
those countries in the course of Marshall Plan operations. The 
Economic Cooperation Administration has also advanced, in 
the form of loans to be repaid in materials, counterpart funds 
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and United States dollars for developing new sources of supply 
in the areas with which it has been concerned. Typical ex- 
amples are new or expanded sources of lead in Morocco, chro- 
mite in Turkey, bauxite in Jamaica and Greece, tin in the Bel- 
gian Congo, kyanite in Kenya, industrial diamonds in French 
Equatorial Africa, cobalt in Northern Rhodesia, and nickel in 
New Caledonia. In addition to the direct mining activities, 
there have been Economic Cooperation Administration invest- 
ments in transportation, port facilities and other collateral 
services required by a productive enterprise. 

In the expansion of facilities for producing the strategic ma- 
terials, attention is being given both to the older producing cen- 
ters of the United States and Europe and to possible new centers 
in the less developed parts of the world. Some increases may 
be expected from the older centers, but more and more de- 
pendence must be placed on the underdeveloped areas. It is 
there that the little-exploited reserves of many of the minerals 
are found. Other strategic materials such as crude rubber, 
palm oil, sisal, and abaca are products of tropical climates not 
possessed by the North Atlantic countries. 

These underdeveloped areas are now the major source of our 
strategic materials imports. They are located in Latin America 
and Africa, the Middle East, Southeast Europe, South and 
Southeast Asia and Oceania. They constitute over one half of 
the world’s area and include 46 per cent of the world’s popula- 
tion. From them, we obtain 73 per cent of the imports of the 
materials on our stockpile list.”* 

The remedying of the world-wide shortages of raw materials 
will not be an easy task, for sources of supply cannot be ex- 
panded readily. Particular difficulties will be encountered in 
the underdeveloped areas. Even in the more advanced coun- 
tries, time is a critical factor in obtaining increased production. 
Four or five years may be required for the opening of a new 
mine; and in a large-scale agricultural operation, several seasons 
may elapse between the original preparation of the land and 
the first harvest. In an underdeveloped area, the time lag be- 
tween planning and output may be even longer, for, often, the 
basic services such as transportation, ports and power are absent 


21 Partners in Progress, p. 42. 
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or inadequate and must be provided. As a case in point, the 
shipments of chromite from Southern Rhodesia to the United 
States have been seriously hampered by inadequate outlets to 
the ocean. To speed up shipments, the Economic Cooperation 
Administration is providing funds to the Portuguese govern- 
ment for the expansion of the port of Beira in Mozambique on 
the east coast of Africa. 

Development of the productive enterprises and the collateral 
services will require a great deal of equipment, much of it now 
in world short-supply. It can come only from the more ad- 
vanced countries and it becomes a high-priority demand upon 
their production of capital goods. Usually, also, the financial 
resources for economic expansion must be provided from the 
outside since in the economies of the underdeveloped areas there 
is little surplus for investment. 

The economies of most of the underdeveloped areas are 
singularly thin. In some territories, there has been, in response 
to world demand, a high degree of specialization on the pro- 
duction for export of a few commodities. An example is the 
economy of the Malay Peninsula based on the export of rubber, 
tin and coconut oil. Manufactured goods and even the basic 
foods such as rice must be imported. The maintenance of these 
imports, and probably their increase, is essential to any expan- 
sion in the production of the export commodities. 

In much of the African continent south of the Sahara, there 
has not been as yet any high degree of specialization but the 
economic balance is a precarious one. For the most part, the 
indigenous people are farmers, subsistence farmers. Their con- 
stant struggle is to provide through their primitive agriculture 
sufficient food to meet their needs. Any disturbance of the 
economy, such as the drawing off of a large number of workers 
into a new mining operation, may so completely upset the bal- 
ance that serious food shortages may result. Steps to maintain 
the agriculture and to make it more efficient so that labor may 
be released to other activities are therefore quite as essential as 
the actual development of a mineral deposit. 

In many of the underdeveloped areas, there is great reluc- 
tance to alter drastically the existing economy to meet a demand 
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arising from an emergency which may have a short range. 
Both World War I and World War II have left in Latin 
America and in the African colonies ample evidence of the dif- 
ficulties that may follow such economic changes. With the end 
of the wars, many of the new enterprises were no longer wanted 
and world demand for some commodities was greatly reduced. 
The return to the former economies of the areas was often a 
slow and painful process. 

Undoubtedly, in recent months, there would have been much 
readier response to the United States bids for stockpile ma- 
terials and, by this time, much greater new producing capacity 
would have been created if American procurement agencies 
could have offered purchasing contracts running over a num- 
ber of years rather than the relatively brief five-year contracts 
established by policy. 

This brief analysis should indicate that any significance in- 
crease in the world’s supply of strategic materials is unlikely if 
efforts in the underdeveloped areas are short range or if they are 
concentrated too exclusively on the procurement of strategic 
materials. A general development of the entire economy is 
required to provide the food supply and the labor and the col- 
lateral facilities for the support of the new production. 

There is evidence that United States government authorities 
are now giving consideration to the long-range aspects of the 
program for the increase of world supply of strategic materials. 
Aside from its relation to the immediate emergency, such a 
policy would seem to be sound since it is likely that an expand- 
ing American economy in normal peacetime will be turning 
more and more to sources of supply abroad for essential raw 
materials to feed our industries. Looking beyond the immedi- 
ate defense needs, the President has recently set up the Materials 
Policy Commission to study the long-range aspects of the na- 
tion’s materials problem and to make recommendations on 
which a comprehensive national policy with respect to strategic 
materials can be formulated, keeping in mind always the needs 
and resources of the nations and territories codperating with 
the United States in military and economic matters.” 


22 The New York Times, January 23, 1951, “ Truman Names 5 to Study 
Supplies ”. 
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Another serious danger is the inflation in the underdeveloped 
areas almost certain to follow the expansion of purchasing power 
resulting from the greater demand for primary commodities 
and the development of new enterprises. It can be curbed only 
if steps are taken to increase the supply of consumer goods 
which must come for the most part from the United States and 
Western Europe and which will constitute an added burden on 
the productive capacities of those countries. Unless the con- 
sumer goods are provided, production within the areas will 
suffer, for in World War II it was evident in many of the 
underdeveloped areas that work was being done not for money 
but for goods that could be purchased and enjoyed. 

The same unwillingness on a national scale to produce com- 
modities in exchange for tokens of debt and not for goods has 
been expressed forcefully during the meeting of the foreign 
ministers of the American republics just concluded in Wash- 
ington. In his response to the address of President Truman at 
the opening of the conference, the Foreign Minister of Brazil, 
Joao Neves da Fontoura, expressed his apprehensions on this 
point. 

His Excellency stated that during World War II all of the 
American republics increased greatly their exports of needed 
commodities but that their imports were curtailed severely. 
Large balances piled up in the banks of the United States and 
the United Kingdom, balances that could not be used during 
the war and which since then have lost much of their purchas- 
ing power. Because of the shortages of both consumer and 
capital goods for import, serious inflation developed within the 
countries, and their economies were further weakened through 
the deterioration and obsolescence of industries and transporta- 
tion systems and the lack of new equipment. He warned that 
the same situation seemed to be developing under the threat 
of a third world war and that it might have the most serious 
social repercussions in the Latin American republics.”* 

There are indications from every side that the primary pro- 
ducers will not be willing in the present emergency, particularly 
if it is protracted, as seems likely, to build up, in exchange for 


23 The New York Times, March 27, 1951, p. 10, col. 4, “ Brazilian’s 
Address ”. 
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the commodities that they are able to produce, dollar and ster- 
ling balances, as they did in World Wars I and II. More tan- 
gible returns in the form of both consumer and capital goods 
will be expected. 

In addition to the economic difficulties involved in any effort 
to expand the production of critical materials in the under- 
developed areas, the program presents certain political dangers. 
If emphasis is placed too exclusively upon our desire for in- 
creased imports to meet our defense needs, the areas may con- 
clude that our only interest is a selfish one. The way will be 
open to a damaging propaganda attack attributing to us im- 
perialistic motives and the determination to restore or maintain 
the colonial status of the’ areas. These territories are important 
to us economically. They are also important politically, for 
they constitute a third part of the world, still outside the Iron 
Curtain and yet not firmly associated with the Western democ- 
racies. It is of the greatest importance that they be held to the 
free world and that they come to believe that continued asso- 
ciation with it will bring the greater benefits. 

Coercion will be neither desirable nor effective. Our policy 
should be directed rather toward the development of a com- 
munity of interest with the primary producers. They should 
be made aware of our needs and they should be assured that we 
appreciate and are trying to meet the requirements of their 
economies. Politically, therefore, our development plans for 
the underdeveloped areas should go beyond the production of 
a few strategic materials. They should stress general economic 
development of a basic and long-range nature, the benefits of 
which to the welfare of the people of the areas should be 
evident. 

In recognition of the critical significance in the field of inter- 
national economic policy of the increased procurement of stra- 
tegic materials, the Department of State has announced recently 
the reorganization of the Bureau of Economic Affairs and the 
creation of two new offices, the Office of International Materials 
Policy and the Office of Economic Defense and Trade Policy.** 

The economic and political difficulties inherent in the in- 
creased production of strategic materials in the underdeveloped 


24U. S. Department of State, Press Release, no. 262, April 10, 1951. 
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areas would suggest that, along with stockpiling and allocations, 
a most important and effective instrument in the mobilizing 
of strategic materials for defense can be the wise and realistic 
programming of the exports of manufactured goods by the 
United States and the countries of Western Europe. There is 
the claim on those supplies for direct defense and for the civilian 
economies on the two sides of the Atlantic. There are also the 
needs of the primary producing areas of Southeast Asia, Latin 
America and Africa. If we are to achieve our goals of greatly 
increased supplies of strategic materials, we must recognize the 
claims of those areas for consumer goods and capital goods. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN Brown: Thank you, Professor Orchard. 


We have now had two papers, both full-packed with close thinking 
and many facts. Our time is running a little bit late, but let’s take 
perhaps five minutes to discuss these two papers and ask questions.* 


We will turn now to the second half of our program in which we 
will have papers on taxation for defense, and fiscal and credit policies. 

The first will deal with the characteristics of the bill that will be 
presented to the country for the Defense Program we are undertak- 
ing. I am reminded a little of the story of two Vermonters who were 
talking over their traditional stove one day. 

The first said, ‘‘ Taxes and death are just alike, aren’t they? Always 
with us.” 


And the second replied, ‘“‘ No, the State Legislature doesn’t increase 
the mortality rate every time it meets.” [Laughter] 

Professor Shoup has had a long experience with tax matters in very 
important assignments. They include work with the New York State 
Tax Commission, with the United States Treasury where he served as 
Assistant to the Secretary of the Treasury for a bit, and adviser to the 
Council of Economic Advisers to the President. He has done special 
foreign tax studies for the Treasury and for the military in Japan and 
elsewhere, and he has recently been elected President of the Interna- 
tional Institute of Public Finance. 


Professor Shoup, Professor of Economics of Columbia University, 
will deliver a paper on “ Taxation for Defense”. Professor Shoup! 


* Limitations of space prevent the inclusion of the discussion in these pages. 
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TAXATION FOR DEFENSE 


CARL S. SHOUP 


Professor of Economics, Columbia University 


HE problem of taxation for defense will be discussed here 

less in terms of specific tax measures than in terms of the 

criteria by which any tax program may be tested. If 
some agreement can be reached on the aims set for a tax system 
under present and prospective conditions, and (which is more 
difficult) on the relative importance of the several aims when 
they conflict, each one may then blueprint his own idea of a 
desirable system, with a minimum of inconsistency and prob- 
ably a maximum of agreement on specific measures. 


One criterion is found in the question, does the tax system 
help keep consumption and capital formation of nondefense 
types down to levels that will allow fulfillment of the defense 
program in physical terms? ‘This criterion would be an im- 
portant one if there were no system of allocation and controls. 
It is somewhat early yet to estimate how much help of this kind 
will be needed from the tax system. Probably consumers are 
not going to be allowed to bid very much away from the de- 
fense effort, no matter how much money they spend; direct 
controls will be fairly powerful. To the extent that this (per- 
haps optimistic) view is correct, we do not need additional taxa- 
tion to check consumption, in real terms. It is needed, however, 
to check spending on consumption, that is, to prevent forcing 
prices of consumer goods upward, but that task falls under the 
third point to be discussed below—fairness in distributing the 
sacrifice. Similarly, it is not likely that taxation is much needed 
for the purpose of preventing business firms from adding to 
their physical inventories and from creating plant and equip- 
ment that would not aid the defense program—though here 
again the optimism may prove unwarranted. 

The tax system fails in meeting this first test if it induces ex- 
penditures by business not only on capital items, but on cur- 
rent expense items that do not aid in the defense effort; these 
include outlays that are said to be “ wasteful”. The high mar- 
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ginal tax rates of the excess profits tax are commonly criticized 
on this ground. Before this accusation is taken seriously enough 
to help justify strenuous opposition to the excess profits tax, 
two points must be kept in mind. First, the evidence that is 
available so far does not indicate that the aggregate effect of this 
tendency was quantitatively large enough to be significant dur- 
ing World War II. Second, and this point seems to have been 
generally overlooked, so long as the excess profits tax contains 
a carry-back of unused excess profits tax credit, the wise busi- 
ness executive will watch his expenditures closely, for although 
his firm may appear at the moment to be subject to a high per 
cent marginal tax rate on this year’s earnings, it may turn out 
not to have been, if a later year produces a carry-back. I shall 
not go further into this rather technical point here, having al- 
ready discussed it in more detail in another place.’ 

For checking consumption the most powerful and flexible tax 
instrument is, in principle, the spendings tax. In contrast to 
the sales tax, the spendings tax would be collected from the 
consumer; he would file a return once a year or oftener, show- 
ing how much he had spent and paying a tax on that amount. 
The tax could be graduated as to rates and could carry personal 
exemptions, but it would involve administrative difficulties. 
Most of us could compute our consumption expenditures only 
by computing our net worth at the start of the year, our net 
worth at the end, and our income for the year. Moreover, there 
may be a constitutional question whether the spendings tax is 
subject to the limitations on the federal power to levy direct 
taxes. 

A second criterion for tax policy is that additional taxation 
should not prevent an increase in total output to the “ maxi- 
mum” level—that is, the level that is thought desirable. 
(“ Maximum ” is a word of many meanings in this connection.) 
And the criterion may even be expanded to state that our tax 
measures should stimulate us to produce at a level we would 
not reach in the absence of the tax. Taxes are commonly re- 
garded as only hindering production, but this view is erroneous. 
A tax on wages illustrates the point. Like every tax this one 
takes money away from the taxpayer, makes money scarcer 


1 Journal of Finance, April 1951. 


[328] 


No. 3] TAXATION FOR DEFENSE 43 


for him. Its value, relative to the value of leisure, therefore is 
enhanced. This aspect of the tax (there are other aspects work- 
ing in the other direction, as will be noted in a moment) makes 
the taxpayer disposed to work more (as in more overtime work, 
or less absenteeism) in order to add to his dollars. This is the 
income effect of the tax. History gives examples of the de- 
liberate use of this principle by the colonial Powers, to obtain 
more work from the native populace through a poll tax. On 
the other hand, almost every tax, except the poll tax, simul- 
taneously exerts pressure in the opposite direction, by notifying 
the taxpayer that if he does work more he will not be able to 
keep the full wage for this extra work; part of it will go in tax, 
either directly as income tax, or indirectly to pay for the tax 
loading in goods subject to sales or excise taxes. We do not 
know enough about the comparative strength of these two op- 
posing forces to be able to say definitely whether an increase 
of five points, for instance, in the income surtax schedule would, 
on balance, cause an increase or decrease in the amount of work. 
Probably, as the rate of the income tax in the bracket of, say, 
$2,000-$5,000 taxable income is increased, there would be some 
falling off in work unless this rate increase were accompanied 
by rate increases in the bracket below $2,000 or by a lowering 
of the exemptions, to enhance the income effect (which pro- 
motes work) as an offset to the increasing marginal-rate effect 
(which discourages work). 

If women are to be induced to enter war industries, some tax 
relief for the working wife would provide a considerable 
stimulus. 

The remarks just made refer only to wage-earners, and to 
salary earners in about the same income brackets. As to man- 
agerial or executive personnel, it seems unlikely that the mar- 
ginal effect of an income tax even substantially higher than 
the one now in force would cause much drop in effort, and 
hence output. Prestige, love of the game, and other nonmone- 
tary factors are very powerful in this area. Meanwhile, the in- 
come effect is substantial here as with the other groups. Perhaps 
this combination of factors explains why executives and pro- 
fessional men have continued to set the pace they have, in the 
face of high income tax rates. An occasional instance of slack- 
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ing off can be discovered, but on the whole the American entre- 
preneurial-executive system has operated at a high rate in the 
post-war era. The pace promises to continue through the de- 
fense effort. 

Nor is the willingness to invest what is needed for high 
production during the defense period in any great danger, ap- 
parently, from present or prospective levels of tax. The phe- 
nomenal rise in bank credit during the past nine months may 
be cited as evidence. Again, the record of the entire post-war 
era is intriguing from this point of view—a record-breaking 
rate of investment, corporate and private, in the face of mar- 
ginal tax rates that promised to take anywhere from a quarter 
to three quarters of the profit. At some point, of course, the 
marginal tax rate will begin to check investment severely. All 
we can say is that the evidence so far does not show that that 
point has been reached or even approached. 

Still on this second point of encouraging high production, it 
must be recalled that one of the primary purposes of a tax sys- 
tem is, not to encourage, but to discourage production for 
private (nongovernmental) use. It is not, therefore, neces- 
sarily a libel on a tax system to say that it discourages consump- 
tion, or discourages production of capital equipment, if that 
consumption or capital equipment is not essential to the defense 
effort. Indeed, as has just been noted under the first point, such 
discouragement is an essential duty of the tax system up to the 
point where, under it, enough manpower and materials and 
capital goods have been released from producing for private 
nondefense use so that the government’s defense program may 
be carried out. 

A third criterion for the tax system is that it should dis- 
tribute the real sacrifice of the defense effort in a pattern that 
commends itself as fair, or at least not arbitrary and haphazard. 
To the student of public finance this is one of the most impor- 
tant criteria. He does not assume that his own view of what 
is fair is very important, except as it mirrors the prevailing 
opinions of the time and place. He does assume that some 
general consensus of what is fair will be given substantial 
weight, while over many points no consensus is in sight. He 
believes it is possible to isolate gross inequities, which will be 


[330] 


| 
\ 


No. 3] TAXATION FOR DEFENSE 45 


labeled as such by every one except the narrow group of im- 
mediate beneficiaries of the tax measure in question, and he 
further assumes, from unfortunate experience, that many of 
these inequities will remain hidden unless spotted by him or 
his fellow-workers in public finance. Finally, it may be taken 
for granted that any inconsistencies in the pattern of sacrifice- 
distribution should be discovered, and the conflicts resolved. 

We may begin with the specific assumption that the way in 
which inflation distributes the burden of defense is less equi- 
table than the way in which additional taxes would distribute it. 
Particular groups of persons, to be sure, would bear less of the 
burden under inflation than under any additional tax pattern 
that is practicable. Even they, however, would probably not 
be willing to assert that inflation is a fairer way of distributing 
the burden than taxation. 

Why is inflation considered unjust? Primarily, because the 
characteristic feature of inflation is that the various prices move 
upward at different rates; hence some persons lose while some 
gain. Who are those that lose by inflation? If we think of loss 
in terms of a forced restriction of consumption (from the levels 
of, say, early 1950), the losers by inflation are chiefly those 
who have no capital of any kind into which they can dip to 
maintain consumption temporarily, and whose money incomes 
rise less than the average. Almost all of these individuals will 
be found in the lower income brackets, including those who 
have retired on pensions (though not all of the lower-income- 
bracket persons are in this group). If we think of loss in terms 
of diminution of real value of consumption and net worth 
added together, those who lose by inflation are primarily those, 
in addition to the group above, who have capital but have it in 
fixed-dollar form. Inflation is, among other things, a sort of 
levy on fixed-dollar capital. 

It might be an instructive intellectual exercise to try to con- 
struct a tax bill that would give about the same pattern of 
sacrifice as would inflation. It would be a monstrous sort of tax 
bill, not quite like anything we are familiar with. But, if we 
had it outlined before us, we could then scan the various tax 
proposals that are being considered and ask, which of them 
comes closest to resembling the admittedly unjust pattern of 
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sacrifice imposed by inflation? Such a tax measure would be 
discarded on those grounds alone. The next worst (by the 
same test) might also be discarded, and so on. Then at least 
we would not be in danger of a serious inconsistency, that of 
imposing, under an anti-inflation banner, a tax program that 
would distribute the sacrifice in much the same way as would 
inflation. 

Under this test, it is not likely that heavy consumption taxes 
would come out with a very good mark relative to increases in 
the income tax. Those in the lower income brackets whose 
wages would not keep pace with inflation, and those who are 
retired on small pensions, would be severely hit by a sales tax 
relative to an income tax that would raise the same revenue (or 
exert the same anti-inflation force); they are also among those 
most severely damaged by inflation. There is, indeed, one group 
that is damaged by inflation but not appreciably by a sales tax: 
those who have a substantial amount of capital, invested in 
fixed-money form. Also, there is a group that is not damaged 
by inflation, but would suffer from a sales tax: those wage- 
earners with escalator contracts tight enough to guarantee that 
they will keep right up with inflation. Finally, there is the 
group that is damaged very little by either, and may actually 
benefit from inflation: owners of enterprises, or of shares in 
enterprises, that benefit most from the disparities in the rise in 
prices. These persons commonly have a substantial income, 
hence suffer relatively little under a consumption tax. They 
are the ones who will share in the sacrifices of the defense ef- 
fort only by means of an increase in income tax. And even 
then many of them will escape contributing, unless capital gains 
are taxed much more nearly like dividends, interest, and other 
income. This is the time particularly appropriate for revising 
the provisions that allow investment income and even personal 
earnings to be converted into capital gains that are given a top 
rate no higher than 25 per cent. It is no argument at all to 
say that such a move would check investment. Some invest- 
ment must be held in check by the tax system, as already dem- 
onstrated above. And if, upon the removal of these loopholes, 
total investment of the kind needed is checked too much, it is 
a simple matter to lower the tax rates. The total amount of 
revenue is not at issue here; it is a simple matter of fairness. 
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It is this third criterion, the one of equity, that justifies an 
excess profits tax as compared with a still further increase in 
the regular corporation income tax. The excess profits tax falls 
far short of the justice that could be wished for it, but the an- 
nual reports of companies for the year 1950 give impressive 
evidence of the way in which some corporations have been able 
to increase their profits while others have barely kept level or 
must be content with lower profits, during the defense period. 
To tax all of these cases alike would be a timid approach to 
equity. 

A fourth criterion for tax policy at the present time is that 
our fiscal system should allow us to emerge into a later period, 
a period of sustained effort at a somewhat lower level, in a 
monetary condition that will promote an orderly adjustment, 
unhampered by strong inflationary or deflationary pressures. 
One thing that this means is that a tax measure is not to be 
discarded, now, as useless just because it comes in large part out 
of money that would otherwise not be spent now. If such a 
tax measure meets other criteria, especially that of equity, it 
may still be useful in preventing inflation in the post-peak- 
defense period. If, indeed, that period should turn out to be 
one of slack demand rather than one of inflation, appropriate 
credit easing and tax reductions could then be made. It is 
likely to be easier to get tax reductions voted, later on, if they 
are needed than it will be to get still further tax increases voted, 
later on, if they are needed. If there is danger of erring, now, 
in taxing to an extent that will turn out to be too much or too 
little for economic health in the later period, let us tend to err 
on the side of taxing too much now; the error is more readily 
remedied, when the time arrives for remedy, than is an error 
in the opposite direction. 

Forced lending during the defense period has been advanced 
as a way of checking consumption (first criterion) and avoid- 
ing inflation, without much effect on incentive to produce. A 
tax would be paid now, but refunded later. Experience with 
similar provisions in the past decade has not been encouraging; 
the pressure to refund the tax just as soon as the crisis is over, 
regardless of the economic conditions at the time, would be 
strong. Moreover, this device is not attractive from the point 
of view of equity; anyone with capital can meet it just by alter- 
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ing the form of his savings; those without capital must restrict 
their consumption. Forced saving, not just forced lending, 
would be much less inequitable, but no one has yet devised a 
readily workable method of administering a forced-saving plan. 

Another criterion for present tax action is that the federal 
revenue system must be capable of being thrown into still higher 
gear immediately—within a day or two—if a world war should 
break out. And it must be capable of raising far more revenue, 
proportionately to expenditures, than was done in World War 
II. How can such an achievement be assured? Partly by cul- 
tivating, now, a state of mind that regards the tax load that 
should be voted in 1951 as being really modest compared with 
what would be needed for the price of survival in a world con- 
flict. Loose talk about the tax load as it will exist (or at least 
should exist) by the end of this year as being the maximum 
that can be borne will be a great handicap to quick and sound 
action if the worst should come; Congress and the public will 
have become imbued with the superstition that there is some- 
how a maximum beyond which we cannot go in taxation even 
in times of greatest need. There is no convincing evidence as 
to where such a ceiling exists (if there is one), despite Colin 
Clark’s guess of 25 per cent of the national income. 

The federal government is hampered by anachronistic consti- 
tutional provisions, and by judicial interpretations of those pro- 
visions. I refer to the clauses in the Constitution (Article I, 
Sections 2 and 9) that prohibit the federal government from 
levying any direct tax except on the clearly unacceptable basis 
of varying the tax rate from state to state, so that the per capita 
amount of the tax is the same in each state. The income tax, of 
course, was removed from this prohibition by constitutional 
amendment just before World War I. No other major Power 
in the world has a central government with such a restriction 
on its taxing powers; and surely, in a period of total war of a 
kind never foreseen by the founding fathers, our own central 
government should not be thus handicapped in its efforts to 
maintain fiscal stability. 

Under the Constitution as it now stands, the federal govern- 
ment cannot levy a tax on the net worth of individuals (by net 
worth tax I mean a low-rate annual tax, not a capital levy); 
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it cannot impose a heavy once-for-all capital levy; it perhaps 
cannot impose a spendings tax. 

At the moment, there is probably no need for any of these 
proposals, but if the need does arise, it will come overnight, 
with the first bombing. The Constitution should be amended 
as quickly as possible to remove both of the clauses that restrict 
the power of the federal government to impose direct taxation. 
Further thought should be given to still other methods of en- 
hancing the federal taxing power in time of war; some changes 
in federal-state-local relations may be called for. In general, 
we do not yet have an adequate framework within which the 
federal government should operate in the event of a catastrophe. 


REMARKS BY THE CHAIRMAN 

CHAIRMAN Brown: Thank you, Professor Shoup. 

Our next and last paper this morning deals also with an area of our 
economy about which there are some conflicts of opinion, as you have 
seen from the daily press. Professor Lester V. Chandler, Gordon 
Rentschler Professor of Economics at Princeton University, has spent 
many years in the analysis of problems of fiscal and credit policy. 

Interestingly enough, during the last war he devoted himself to the 
area of direct controls in the O. P. A. As you know, fiscal and credit 
policies are usually identified as occupying that area of indirect con- 
trols which are more compatible with the kinds of society we hope 
may be preserved over this expectedly prolonged period of mobiliza- 
tion. Many of us, I am sure, are highly confused and uncertain in our 
own thinking as to the full significance of the debate that has been 
going on between the Treasury and the Federal Reserve Board. I am 


sure Professor Chandler is going to throw some light upon it. Pro- 
fessor Chandler! 
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N discussing the types of fiscal and credit policies to be 
| followed during the coming period, one is hampered by 
many uncertainties as to the speed, size and duration of the 
mobilization program. At this time it is impossible to forecast 
the rate of expansion of the defense program, the ultimate size 
of that program, the number of years that it will last, or 
whether it will culminate in an all-out war or in some sort of 
a peaceful settlement of international difficulties. We do know, 
however, that it would be unsafe to base our planning on the 
assumption of a very short and quite limited defense program. 
While hoping for a happier outcome, we should make plans 
that would enable us to support a large defense program over a 
long period of years and still leave our economy in a sound 
condition to cope either with an all-out war or with peace. 

The following discussion will be confined to the financial 
aspects of a mobilization program short of total war. More 
specifically it will assume that total federal expenditures do not 
rise above one third of our gross national product. In terms of 
present price levels, this would mean that federal expenditures 
stay below an annual rate of $100 billion while gross national 
product is above $300 billion. The programs announced up to 
this time indicate a maximum rate of government expenditure 
considerably below this level. It is within this framework that 
I shall first discuss the means of financing federal expenditures 
and then go on to make some comments on debt management 
and monetary policies. 

In formulating its financing program, a government should 
keep in mind a number of objectives, among which are the 
following: 

(1) Adequacy of yield. The prime requisite of any financ- 
ing program is, of course, that it supply the government with 
enough money to pay for all the goods and services that it buys. 
But this requirement during the defense period can undoubtedly 
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be met by any one of a wide variety of programs, involving 
many types of taxation, borrowing and creation of new money. 
Since there are so many ways of raising the required amounts 
of money, considerations other than adequacy of yield should 
determine the precise nature of the financing policies to be em- 
ployed. 

(2) Protection of production incentives. One of our prime 
economic objectives during the defense period will be to pro- 
mote production for both military and civilian purposes. Fi- 
nancial policies should, if possible, promote this objective and 
at the very least should seek to minimize any damage to produc- 
tion incentives. This point has usually been emphasized by 
those who oppose high tax rates. But it is important to recog- 
nize that deficit financing may also impair production incentives 
and efficiency. To the extent that deficits are large and pro- 
longed, they increase the volume of liquid assets in the hands 
of the public, create either open or suppressed inflation, and 
lead to an intensified and prolonged application of direct con- 
trols over the economy. The deteriorating effects of open or 
suppressed inflation, which are almost certain to accompany 
large and prolonged deficits, must be balanced against any de- 
teriorating effects of higher tax rates. 

(3) Prevention of inflation. The government’s financing 
policies should be such as to minimize the creation of inflation- 
ary pressures and to avoid both open and suppressed inflation. 
This applies to both the defense and post-defense periods. 

(4) To increase the effectiveness of direct controls, to hold 
the scope of direct controls to a minimum during the defense 
period, and to facilitate the relaxation of direct controls as the 
emergency passes. The great majority of Americans basically 
oppose a centrally directed economy and favor a competitive 
price system, though most admit the need for at least some di- 
rect controls during a defense period. Almost all agree, how- 
ever, that financing policies should bolster the effectiveness of 
direct controls over prices, wages and supplies; that financing 
policies should be such as to hold down the scope of direct con- 
trols during even the defense period; and that financing policies 
should be such as to make it possible to remove direct controls 
promptly as the emergency passes, and to do so without unloos- 
ing an open inflation. 
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In short, four of the principal objectives of financing policy 
should be adequacy of yield, protection of production incen- 
tives both during and following the defense period, minimizing 
both open and suppressed inflation during both the defense and 
post-defense periods, and increasing the effectiveness of direct 
controls while minimizing their scope and their duration. 

When these tests are applied to the present defense period, 
they indicate that all government expenditures should be 
covered by taxation. There should be no deficits at all, and at 
least during the foreseeable future there should probably be 
some surplus. The minimum tax policy would be “ pay as we 
go.” Such a policy is unlikely to be feasible during an all-out 
war, when total federal expenditures might be equal to at 
least 50 per cent of gross national product. At such a time a 
pay-as-we-go policy might require that taxes take 50 per cent 
of our gross national income and an even larger percentage of 
our net national income. Marginal tax rates would have to be 
so high as to damage seriously our incentives to produce. But 
the present and foreseeable situation is far different. Federal 
expenditures are now only about one sixth of our gross national 
product, and the announced defense program would not raise 
federal expenditures to as much as one third of gross national 
product. I believe that it is possible to finance such a program 
on a pay-as-we-go basis, and to do so with little if any more 
damage to production incentives than would result from a large 
and prolonged deficit-spending program. 

The other two objectives—prevention of inflation, and the 
bolstering and minimizing of direct controls—demand that 
deficits be avoided. Deficits create inflationary pressures in two 
principal ways, one immediately and the other with some delay. 
The immediate effect is to increase the spending power of the 
public at the very time that the volume of goods available for 
civilian purchase cannot be expanded to a corresponding extent 
and may actually be declining. Government expenditures add 
more to civilian money incomes than taxation removes from 
those incomes, so that private spendable incomes after taxes are 
increased. With these higher incomes, the public tries to buy 
more and this adds to inflationary pressures, upward pressures 
on price ceilings are increased, price and wage regulations be- 
come increasingly difficult to enforce, inflationary pressures 
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break through at new points, and the scope of direct controls is 
expanded in an attempt to repress the pressures. To the extent 
that current price increases are repressed in the face of rising 
spendable incomes, inflationary pressures are stored up for the 
future. Individuals and business firms are unable to spend their 
increased incomes and are virtually forced to save abnormally 
large amounts of money. As these abnormally large amounts 
of private savings accumulate, they exert an increasing strain 
on price ceilings and make it increasingly dangerous to remove 
direct controls. 

This process was dramatically exemplified by our own experi- 
ence during World War II. During the six years ending in June 
1946, the federal government spent more than $384 billion, and 
almost all of these expenditures entered into private incomes. 
Tax collections from the public during the same period 
amounted to $197 billion, leaving a deficit of $187 billion for 
the period. In other words, the government spent into private 
incomes $187 billion more than it extracted from them by taxa- 
tion, and it had to issue to the public as a whole $187 billion 
of government securities to cover the deficit. This tremendous 
net creation of money income accompanied by price control 
and a scarcity of civilian goods enabled the public to accumu- 
late huge amounts of savings. It is estimated that in the six 
years 1940-1945, personal savings amounted to nearly $133 
billion and corporate net savings to more than $28 billion, for 
a total of $161 billion. Moreover, most of these savings were 
held in highly liquid forms at the end of the war. Some were 
in the form of currency, some in checking or time deposits, and 
the remainder in government securities or in other forms that 
could be readily turned into money for spending purposes. 

Three characteristics of the wartime deficit-spending program 
are worth emphasis. (1) The program permitted an abnor- 
mally large accumulation of private savings. (2) Many of 
these savings were not the result of “ voluntary choice” but 
were in some degree “forced” by wartime shortages and by 
price controls. And (3) at the end of the war most of these 
savings were in highly liquid forms, spendable at the option of 
their owners regardless of the inflationary consequences. These 
huge accumulations of liquid assets have exerted an inflationary 
pressure during the entire period since World War II. Even 
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today the public still holds an abnormally large volume of these 
liquid assets with which they can increase their spendings. It 
would be extremely unsafe to add still further to the public’s 
stock of liquid assets by a large and prolonged deficit-spending 
policy. The defense program may last for many years, and it 
could, of course, culminate in an all-out war. If deficit spend- 
ing is employed, the public’s holding of savings will grow, the 
pressure under price ceilings will build up, and it will become 
increasingly unsafe to relax direct controls. In fact, a pro- 
longed deficit-spending program might increase the public’s 
accumulation of savings to such a degree that we would be faced 
with the sorry choice between an indefinite prolongation of a 
comprehensive system of direct controls or an open galloping 
inflation. Only by collecting at least enough taxes to cover all 
federal expenditures can we simultaneously hold down current 
inflationary pressures, maximize the effectiveness of such direct 
controls as may be employed, minimize the scope of direct con- 
trols during the defense period, prevent abnormally large ac- 
cumulations of savings, and set the stage for a safe removal of 
direct controls as the defense program wanes. 

Some will object to this pay-as-we-go formula on the basis 
that there are other methods of non-inflationary financing. 
They will claim that government expenditures can also be 
financed without inflation if the public will increase its rate of 
saving out of current income and use these savings to buy gov- 
ernment securities. It must be admitted that for at least a short 
period inflationary pressures could be held down if in fact the 
public would decrease its rate of spending and increase its sav- 
ing out of current income. There are, however, two principal 
objections to reliance on such a program. The first is that we 
have no assurance that the public will voluntarily increase its 
rate of saving out of its current income no matter how attrac- 
tive government securities might be made. But the second ob- 
jection is more fundamental—such deficit financing increases 
the savings held by the public and stores up inflationary pres- 
sures for the future. Even if people do increase their rate of 
saving for some period there is no assurance that this accumula- 
tion of savings will not lead to an inflationary rise of spendings 
at some future time. Even if these savings are not themselves 
cashed and spent their very presence may be inflationary by 
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making people feel free to spend an abnormally large propor- 
tion of their incomes in later periods. An effective anti-infla- 
tion policy must cover not only the actual defense period but 
the post-defense period as well. Perhaps the greatest mistake in 
financial policy during World War II was the inadequate at- 
tention devoted to the problem of preventing post-war inflation. 

Of course, some people will see little danger in permitting 
the public to accumulate large quantities of liquid assets during 
this defense period. They will argue that we will slide into a 
business depression as the defense program wanes, and that 
under such conditions large private accumulations of liquid 
savings will not be inflationary but will act as a cushion against 
deflation and unemployment. This line of reasoning was quite 
popular during World War II. A post-defense slump is, of 
course, a possibility, and we should be prepared to deal with 
such conditions if they do arise. But if our experience during 
the past decade has taught us nothing else it should at least 
have demonstrated the danger of basing our financial policies 
on the assumption that a serious business depression must in- 
evitably result as government spendings decline. A_ post- 
defense inflation is also a possibility with which we should be 
prepared to deal, and we shall certainly not be making this 
problem easier by adding still further to the public’s holdings 
of liquid assets. 

For all these reasons I believe that tax collections during the 
defense period should be at least large enough to cover all fed- 
eral expenditures. 

Let us turn now to the problem of debt management and its 
relationships to monetary policy. I have already indicated my 
belief that we should not add further to the federal debt during 
this period. But the debt that is already outstanding presents 
serious management problems, and one of the most important 
of these is to prevent that debt from acting as an inflationary 
force. We need to find ways of getting the public to continue 
to hold these government securities instead of cashing them and 
spending or lending the money to increase inflationary pressures. 

The inflationary potentialities in the federal debt stem from 
both its size and its highly liquid nature. As you know, the 
federal debt expanded about $200 billion during World War II. 
But equally important is the highly liquid nature of these secu- 
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rities. Practically the entire debt was made almost as liquid as 
money itself; it was made easily and cheaply convertible into 
money at the option of the holders. The various types of sav- 
ings bonds were made redeemable on demand at a fixed scale of 
values, so that their holders suffer no loss of capital value by 
cashing them. Very large amounts of the marketable issues had 
maturities of not more than a year. And all the marketable 
issues were in effect made redeemable on demand through the 
bond-support program carried out by the Federal Reserve Sys- 
tem. The Federal Reserve passively stood ready to issue new 
money to buy all the marketable federal securities that financial 
institutions and the public wished to sell. 

In short, our debt management policies up to very recently 
can be summarized as follows: (1) Yields on federal securities 
have been held at the lowest levels we have ever had in a pros- 
perous period. (2) The entire debt has been kept highly liquid. 
All the securities were in fact redeemable on demand either at 
the Treasury or at the Federal Reserve, and new money has been 
issued to whatever extent was necessary to redeem the securities 
that were offered, to maintain their prices, and to hold down 
their yields. And (3) all the holders have had complete free- 
dom to determine for themselves whether they would hold the 
securities, or would sell them to get money for spending or 
lending. Financial institutions have had complete freedom to 
sell the securities to the Federal Reserve or the Treasury to get 
money with which to swell the supply of low-cost loans to 
private borrowers. Individuals and business firms have also had 
complete freedom to sell their federal securities at any time to 
swell their own spending or to lend to others. 

Such a debt management policy greatly enhances the infla- 
tion potential. It makes the money supply passively respon- 
sive to the public’s demand for it. When financial institutions, 
business firms, or individuals want more money for spending or 
lending, they can secure it easily and quickly by cashing some 
of their huge holdings of governments at the Treasury or the 
Federal Reserve. While such a policy is followed it is impos- 
sible to control effectively the supply of money available for 
private spending. 

Such a debt management policy is too dangerous to be con- 
tinued. We cannot afford to permit the holders of this huge 
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block of securities to convert them into spending or lending 
money whenever they wish, and to do so without any penalty 
except the sacrifice of a low yield. Ways should be found to 
regulate the liquidity of the debt and to limit its monetization 
when that would have inflationary consequences. I can offer 
no easy solution to this difficult problem. I am, however, con- 
fident that more appropriate policies can be formulated if the 
inflationary potentialities of debt management are frankly faced 
and if general price stability is considered a more important ob- 
jective than chronically low interest rates and stable govern- 
ment-security prices. For this purpose we need a thorough 
reconsideration of the nature and attributes of the federal secu- 
rities to be employed. 

The preceding discussion of debt management has already 
indicated my general position on monetary and credit policy. I 
believe that we should regain control over the money supply, 
and that in an inflationary period we should actively use that 
power to restrict the availability of money and credit. Selective 
controls over stock market credit, consumer credit and real es- 
tate credit are useful, but they are not by themselves adequate. 
They cover only a small part of total credit and do not apply 
to the broad category of business credit for working capital and 
fixed-capital purposes. Selective controls need to be supple- 
mented by restriction of the total volume of credit. Inflation 
can result from private deficit spending as well as from govern- 
ment deficits, and it is hardly anti-inflationary to continue to 
provide almost unlimited supplies of low-cost credit to finance 
these private deficits. 

Perhaps I should qualify the statement that a restriction of 
the total supply of credit is necessary if we are to hold down 
inflationary pressures. General credit restriction will be less 
important if the entire investment process comes to be strictly 
limited by a comprehensive system of direct controls. If we 
have widespread price ceilings on labor and capital goods, if no 
one may buy for inventory or any other capital purpose with- 
out a government permit, and if these permits are strictly ra- 
tioned, then general credit restriction may not be necessary. 
Such a comprehensive system of direct controls would itself 
limit capital spendings and hold down the effective demand 
for credit. But until such time as these direct controls do be- 
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come a sufficiently controlling force it will be clearly inflation- 
ary to permit an almost unlimited expansibility of low-cost 
credit. Moreover, even if direct controls are used to rule private 
investment during the defense period, we should be making 
plans to restore control over the money supply when the direct 
controls are again relaxed. Any other course is an open invita- 
tion and active encouragement to inflation. 

The transition to a more anti-inflationary monetary policy 
cannot be painless for everybody; some vested interests will 
have to suffer. We cannot restrict the availability of money 
and at the same time hold interest rates at a stable low level, 
support all government securities at or near par, allow all 
holders of government securities to cash them on demand and 
without penalty, and leave bank reserve requirements at their 
present level. The prevention of inflation has its price. But 
I submit that the alternatives to restoring control over the 
money supply are even less attractive. They are increased in- 
flationary pressures and an intensification and prolongation of 
direct controls. 

In summary, the fiscal and credit policies appropriate for 
this defense period call for the collection of at least enough 
taxes to cover all government expenditures and for debt man- 
agement and monetary policies that will restrict the monetiza- 
tion of the government debt and also restrict the availability 
of credit for private spending. This is, of course, an unattrac- 
tive program, but in the long run the alternatives are still less 
attractive. Though the annual demands of the defense program 
are far below those of World War II the dangers to our econ- 
omy are in some respects greater. We enter this period after 
ten years of inflation, during which the dollar has already lost 
more than forty per cent of its purchasing power, so that con- 
fidence in the dollar is less secure than it was in 1940. During 
a prolonged period of cold rather than hot war we cannot count 
on a continuously high civilian morale. We cannot plan for 
only a short defense program; it may last for years or even 
decades. We must plan for a long-distance run, not a short 
sprint. Under these conditions we will be courting disaster if 
we follow policies of deficit spending, continue an expansionary 
debt management policy, and allow the money supply to expand 
passively in response to the demands of private borrowers. 
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Such policies will build up inflationary pressures during the de- 
fense period itself, enable individuals and business to accumu- 
late still larger stores of liquid savings, undermine the effective- 
ness of direct controls over prices, wages and supplies, lead to 
an elaboration of direct controls, and delay for an indefinite 
period the time when direct controls can be removed without 
touching off an open inflation. It would indeed be a tragedy if 
this country allowed itself to drift into a ruinous inflation or 
into a centrally controlled type of economic system simply be- 
cause it lacked the courage to follow appropriate fiscal and 
credit policies. 

I am acutely aware of the fact that this discussion has con- 
tained no novel ideas and that it has not presented a detailed 
blueprint for fiscal and credit policies. The lack of novel ideas 
reflects my belief that the older economic prescriptions are both 
appropriate and adequate in the situation that we now face. 
The failure to present a detailed blueprint has been due in small 
part to the short time at my disposal, but largely to my desire 
to emphasize basic principles and alternatives. If we will 
realistically and courageously face up to the alternatives it 
should not be impossible to formulate and administer specific 
fiscal and credit policies that will be appropriate for this type 
of period. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN Brown: Thank you, Professor Chandler. 


These papers, as you know, will be available in the PRocEEpINGs of 
the Academy. I for one look forward to reading them with a great 
deal of interest. They have been a truly remarkable set of inter- 
pretations of a situation that, as we said at the beginning, is a highly 
uncertain one, the dimensions of which are unknown, the duration 
of which is unknown, and even the pattern of which is unknown. 
Though I have heard many descriptions and discussions of the subject, 
these, I think, excel. 
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POLITICAL AND MILITARY PREPARATION 
FOR DEFENSE 


INTRODUCTION 


SCHUYLER C. WALLACE, Presiding 


Director of School of International Affairs, Columbia University 


E turn this afternoon to the political and military 

V \ aspects of the problem of mobilizing America for de- 

fense. No words of mine could add anything to the 
importance and the seriousness of the problem. 

We are exceedingly fortunate in having with us a panel of 
four distinguished speakers who will talk on different aspects 
of this problem. The first speaker is Professor Clinton Rossiter, 
of Cornell University, author of a very widely discussed volume 
published in 1948, entitled Constitutional Dictatorship. He is 
a specialist in the two fields of constitutional law and govern- 
ment. He will talk on “The Impact of Mobilization on our 
Constitutional System”. Mr. Rossiter! 
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THE IMPACT OF MOBILIZATION ON THE 
CONSTITUTIONAL SYSTEM 


CLINTON ROSSITER 


Associate Professor of Government, Cornell University 


IFE in the United States in the twentieth century seems 
to have been, as an amateur historian once remarked, 
“just one damned thing after another.” The conditions 
under which the American system has been operating ever since 
1914 have been those of emergency rather than routine, strife 
rather than stability, tension rather than serenity. Threat of 
war, war, inflation, deflation, boom, panic, depression, recession, 
industrial conflict, threat of war, total war, inflation, industrial 
conflict, and cold war with hot flashes have followed one an- 
other in bewildering succession. Four decades of crisis have left 
many Americans convinced that there is nothing quite so nor- 
mal as abnormality. 


The effects of these years of emergency upon our social, eco- 
nomic and political institutions have been profound, so pro- 
found indeed that some thoughtful people are wondering out 
loud whether what Karl Popper calls the “ open society ” has 
the stamina to survive in a world that seems to have gone 
permanently mad. Our task today, as I understand it, is to 
do some “‘ wondering out loud ” ourselves: to take stock of our 
situation as of April 11, 1951; to list those changes now being 
worked in our system by this most recent emergency, mobiliza- 
tion; to recognize the threats to freedom inherent in the meth- 
ods and values of the garrison state; and to put our minds at 
rest, but not to sleep, about the capacity of a free United States 
to survive this extended crisis. 


The sources and characteristics of this most recent emergency 
are too familiar to bear repeating. Our decision to mobilize 
and to build up our defenses was the result of a reluctant judg- 
ment that an imbalance of power among the great nations 
would exist for an indefinite period, and that we had best be 
ready for anything up to and including all-out war. The pres- 
ent emergency can therefore be described as “ watchful wait- 
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ing”. We are in for who-knows-how-many years of guns and 
butter at home and a “ respectable posture of defense ” abroad. 

Watchful waiting has already worked several notable changes 
in our constitutional system. In some instances this has meant 
the acceleration or redirection of a trend already under way, 
in others the creation of an entirely novel arrangement or prob- 
lem. But in all instances the electric touch of emergency can 
be clearly felt. I should like to call the briefest sort of atten- 
tion to the most important results of these months of mobiliza- 
tion for the Presidency, the Administration, Congress, the 
Supreme Court, the parties, the federal system, and the Con- 
stitution itself. 

The Presidency. An axiom of political science to which all 
history votes support is this: Emergency in the life of a con- 
stitutional state inevitably brings an increase in executive power 
and prestige, always at least temporarily, more often than not 
permanently. The past eighteen years have constituted one of 
the great historical meridians of the Presidency, and not just 
because Franklin D. Roosevelt and Harry S. Truman liked to 
think of themselves as “‘ strong Presidents ”, men who like Jack- 
son, Lincoln and T. R. were jealous guardians of their legitimate 
prerogatives. Because of war and depression the Presidency is a 
visibly more potent and complex instrument of democratic gov- 
ernment today than it was twenty or thirty or fifty years ago. 

Mobilization and cold war have certainly done nothing to 
reverse this trend. It might almost be said that Mr. Truman 
now takes for granted many powers and arrangements that Mr. 
Roosevelt recognized as strictly emergency in character and 
purpose; for example: the rich deposit of laws designed for 
presidential use in war and emergency that has been building up 
in the United States Code for 160 years; the effective merging 
of the President’s activities as commander-in-chief and as chief 
of foreign relations, with the obvious result that his position in 
each of these areas has been strengthened considerably; and the 
President’s participation, as the most interested third party 
imaginable, in the settlement of emergency labor disputes. 

The most momentous change of all, one that has been espe- 
cially pronounced in the Truman incumbency, even more pro- 
nounced since June 1950, has been the progressive “ institu- 
tionalization ” or “ pluralization” of the Presidency. Ever 
since the establishment of the Executive Office of the President 
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in September 1939, the most interesting fact about the Presi- 
dency has been the growth of that complexity of offices and 
officials that today includes the Bureau of the Budget, the Na- 
tional Security Council, the White House Office, the Council 
of Economic Advisers, the National Security Resources Board, 
the Office of Defense Mobilization, and a flying squad of formal 
and informal advisers. The Presidency, looked at as a working 
instrument of government, is no longer a one-man job; or, 
rather, the Presidency remains constitutionally a one-man job 
only because there are a thousand or so persons in and around 
the White House, thirty or forty of them operating at the very 
highest level, with the one purpose in life of helping the Presi- 
dent to execute his own responsibilities. We will be shrewder 
observers of events in this period of mobilization if we will 
think and speak of “‘ the Presidency ” rather than of “ the Presi- 
dent”. For many paramount purposes the office has indeed 
been institutionalized and pluralized, and the citizen who ob- 
serves Truman alone—and not Wilson, Acheson, Harriman, 
Eisenhower, Barkley, Steelman, Bradley, Murphy, Lawton, Sy- 
mington, Keyserling, and the rest—is getting a blurred picture 
of our great executive institution. The conjunction of mobili- 
zation, which has thrown a hundred new burdens on an already 
overburdened President, and Mr. Truman, who knows how to 
delegate authority as well as any President in history, has ac- 
celerated this development to a noticeable degree. 

The Administration. The impact of mobilization on the na- 
tional economy has raised up two major problems in public ad- 
ministration. I use the word “ problems” rather than “ ef- 
fects” or “ changes” advisedly, for it is not at all clear what 
their outcome will be. The most that I can do in this instance 
is to indicate that certain developments are under way. I would 
hardly dare or care to predict that they will continue indefi- 
nitely along the lines already being followed. 

The first point to be noticed about the national administra- 
tion under the stress of the past nine months is that the ma- 
chinery of mobilization—the offices and agencies through which 
we hope to stimulate production, allocate short supplies, dis- 
tribute manpower, control prices, handle labor disputes, and in 
general produce all the guns and all the butter we could possibly 
require—seems to be better organized and better directed than 
the complexity of emergency agencies that performed these 
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functions in World War II. I must confess that I, like any 
good citizen, have my full share of trouble following the lines 
of responsibility that head up through Mr. Wilson to the Presi- 
dent himself; and I must confess, too, that it often seems that 
we are making mistakes and experiencing confusion that we 
were sure we were not going to have to tolerate again. Yet 
there are many hopeful signs, at least of an administrative na- 
ture: the forthright manner in which Mr. Truman has delegated 
his own authority over the home front primarily to one man, 
and has made him the nearest thing to an “ Assistant President ” 
we could possibly want; the way in which Congress has left 
the President pretty much alone in his efforts to shape up an 
organization for mobilization, principally by refusing to estab- 
lish an independent agency like OPA; and the vital fact that 
ODM is a truly parent and directing authority, as OEM, Mr. 
Roosevelt’s paper holding company, was not. 

The second problem cast up in our laps by the troubled 
waters of a combined war-peace economy is the perplexing and 
still unresolved conflict between the Secretary of the Treasury, 
an official directly responsible to the President, and the Federal 
Open Market Committee, an appendage of a statutorily inde- 
pendent commission, over the ticklish question of support of 
the market in government bonds. Political scientists have al- 
ways wondered just how independent the independent regula- 
tory commissions really were, and the tempest that blew up in 
early February was made to order for classroom discussions. 

Unfortunately but not unexpectedly the conflict was resolved 
in no clear-cut fashion, and we must wait the usual decent 
period to know what passed among the President, Mr. Snyder, 
Mr. McCabe, Mr. Martin, and the other principals. The ad- 
ministrative lessons we can learn from this passage-at-arms, 
which was clearly a product of the strain of mobilization upon 
an already inflated economy, would seem to be these: First, the 
independent commissions—FRS, ICC, SEC, FCC, FPC, FTC, 
CAB and NLRB—are not as independent of presidential solici- 
tude as the theory nourished by Humphrey’s Executor v. U. S.* 
had led us all to believe. Second, when an independent com- 
mission exercises authority in an area in which the President is 
vitally interested, even constitutionally responsible, we cannot 
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expect him to let it go its own independent way. And third, 
Congress would therefore be well advised in establishing and 
empowering such commissions to confine them to functions 
that are in fact no concern of the President’s. If a commission, 
like the Federal Reserve, is to be legally independent, it must 
first be factually independent. We should not forget that in 
this instance the Federal Reserve System was dealing, as was its 
statutory right and duty, with an issue that mobilization had 
made equally the President’s right and duty. Under the cir- 
cumstances of mobilization conflict was inevitable. 

Congress. The pressures of the present emergency have initi- 
ated or redirected several interesting developments in the or- 
ganization and methods of Congress. The national legislature 
seems determined to make the best of normal abnormalcy, to 
give the lie to those skeptics who insist that the one clear duty 
of a legislature in time of international tension is to emulate 
Brer Fox (“he lay low”) and Tar Baby (“She ain’t sayin’ 
nuthin’”). Quite the contrary, Congress is riding high and 
saying plenty. Mr. Truman himself gave the houses a left- 
h.aded but nonetheless effective compliment in his press con- 
ference of March 1, when he remarked that the debates in Con- 
gress might have a very ill effect on the success of our foreign 
relations. To the President’s credit, it should be added that he 
acknowledged without qualification the right of members of 
Congress to ““ make any number of speeches on any number of 
subjects”. Had he been asked, ex-Senator Truman would 
doubtless have added that the committees and subcommittees 
of Congress could make any number of investigations on any 
number of subjects in the area of mobilization, something that 
the specially created Maybank Committee (Joint Committee on 
Defense Production) is just beginning to undertake in force. 

Certainly the Great Debate, however sure the dispatch of 
additional troops after General Eisenhower’s return and report, 
has been a healthy affair. Our last two Presidents have been 
far too cavalier in their pre-war diplomacy, and it was high 
time that Congress, even if it has lost all final choice whether to 
declare war or not, be at least consulted on the major steps that 
might lead to war. The debate in the Senate and out of doors 
brought millions to the realization that the dispatch of several 
divisions of citizen soldiers to Europe for an indefinite period 
of watchful waiting was something quite different from the 
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dispatch of a boatload of Marines to repay an insult to an 
American consul by the aroused citizens of what we used to call, 
before the Good Neighbor Policy, a banana republic. Congress 
may henceforth insist that on occasions of this moment—when 
the very future of the nation is at stake, and when there is 
plenty of time to consult the two houses and their leading com- 
mittees—it have, like the Queen in Bagehot’s The English Con- 
stitution, the “ right to be consulted, the right to encourage, 
the right to warn.” The single-house or concurrent resolution 
could well become a vital factor in the future conduct of 
American foreign affairs. If used with tact, vigor and fru- 
gality, it should strengthen rather than weaken the President’s 
necessarily dominant, but not necessarily absolute, position as 
commander-in-chief and chief of foreign relations. 

Another healthy departure in terms of Congress has been the 
brilliant defense of the Federal Reserve System by that prince 
of political economists, Senator Douglas, who has been backed in 
his efforts by such excellent bipartisan talent as Senators Ful- 
bright, Gillette, Tobey, Flanders and Thye. If the independent 
commissions are to maintain their independence, their first line 
of defense must be intelligent support in Congress. And the 
beginning of intelligence in this delicate political and adminis- 
trative problem is, as I have already indicated, a recognition of 
the legitimate interests and responsibilities of the President of 
the United States. 

The congressional ledger is unfortunately loaded with the 
usual array of debits. Political scientists, who suffer gladly 
the professional disability of boundless naivete, probably never 
will understand why Congress is so remiss in the matter of self- 
improvement. We will never understand why something can- 
not be done about the filibuster, lobbies, roll calls, the seniority 
rule, the burden of the District of Columbia, overbearing in- 
vestigating committees, inadequate staffing, private bills, log- 
rolling, lack of party discipline, and a system that forces all but 
the toughest or safest member to be something quite remote 
from Burke’s idea of a truly national legislator. Above all we 
will never understand why the gentlemen who grieve most 
openly about the “ designs of the encroaching executive ” are 
the very same gentlemen who block or vitiate those reforms 
that would raise the level of legislative efficiency to a point 
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where Congress could begin to make good some of the preten- 
sions of its chief defenders. Congress will do more leading 
when it is organized to lead. It is primarily for Congress to 
decide how important Congress is going to be in the garrison 
state. 

Our other major institutions—the Supreme Court, the par- 
ties, the federal system—may be disposed of briefly. The Court 
seems destined to go on indefinitely as an extremely negative 
factor in the decision of the great constitutional and political 
questions that the emergency keeps tossing up. The nature of 
the present crisis, the make-up of the Court, and the heavy- 
handed precedent of such World War II cases as Korematsu v. 
U. S., Steuart and Brothers v. Bowles, Woods v. Miller Co., and 
Yakus v. U. S. lead me to predict with some certainty—and this 
is one of two predictions I will indulge myself—that the great 
weapon of judicial review of federal legislation will remain in 
the arsenal of disuse where it has been, except for one or two 
faint-hearted sorties, for fourteen years. In this regard I think 
the blunt words of Justice Jackson in Korematsu v. U. S. are 
well worth remembering: 


I would not lead people to rely on this Court for a review that 
seems to me wholly delusive. . . . If the people ever let com- 
mand of the war power fall into irresponsible and unscrupulous 
hands, the courts wield no power equal to its restraint. The chief 
restraint upon those who command the physical forces of the 
country, in the future as in the past, must be their responsibility 
to the political judgments of their contemporaries and to the 
moral judgments of history.” 


The most noticeable effect that mobilization and cold war 
have had on our two parties is one that the Committee on Politi- 
cal Parties of the American Political Science Association must 
look upon with misgivings. For a number of reasons, most 
notably the way in which the issues of domestic mobilization 
and foreign policy seem to cut across party lines, there is even 
less party discipline in the Eighty-second than in the Eighty- 


2323 U. S. 214, 248 (1944). The citations of the other three cases are, 
respectively, 322 U. S. 308 (1944); 333 U. S. 138 (10948); 321 U. S. 414 
(1944). I have tried to explain why these precedents are “ heavy-handed ” 
in The Supreme Court and the Commander in Chief (Ithaca, 1951), pp. 48- 
54, 85-87, 98-90, 126-132. 
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first Congress. Moreover, mobilization and cold war may post- 
pone indefinitely that break-up of the Solid South that many 
of these same observers agree is the one sure step toward what 
the Committee on Political Parties pleads for—A More Respon- 
sible Two-Party System.® 

The federal system—which is at once a network of institu- 
tions, a patter of legal and constitutional! arrangements, and a 
basic American value—continues to deve. under the impetus 
of mobilization in the same two directions it has been traveling 
ever since the Civil War: away from “ state rights ” and toward 
centralization, away from competition and toward codperation. 
At the first trend we can look with disquiet but hardly with 
surprise. If the government at Washington grows ever more 
powerful, it is because the problems delegated to it for solution 
grow ever more pressing. War, whether hot or cold, is a near- 
monopoly of the national government. The trend to federal- 
state codperation is one that we can all welcome. Through a 
courageous and inventive use of the new techniques of federal 
codperation a wise Congress might yet stake out that sphere of 
decentralization called for by David Lilienthal in his very wise 
book, This I Do Believe. The Selective Service System is the 
most instructive example of the effectiveness and essential de- 
mocracy of a national program in which major policies are laid 
down at the center and wide discretion is left to the extremities. 
This truly federal technique may be one bold answer to the 
problems and dangers of the leviathan state. 

Finally, a word about the Constitution itself. I remember 
clearly, like the good student he wanted me to be, an observa- 
tion of my distinguished teacher, Edward S. Corwin, on the 
nature of a constitution. A constitution, said he, could be 
looked upon as two things: as a grant of power, and as a cata- 
logue of limitations. Now there can be no doubt that the prob- 
lems of the past two decades, the efforts of President and Con- 
gress to solve them, and the refusal of the Court (since 1937) 
to sit in severe judgment on these efforts have placed the em- 
phasis in present-day constitutional law on the concept of the 
Constitution as grant of power rather than a catalogue of limi- 
tations. John Marshall expounded the Constitution; we have 


8 The Report of the Committee, Toward A More Responsible Two-Party 
System, was issued as a supplement to the September 1950 issue of the 
American Political Science Review. 
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expanded it. The mighty bulwarks of the constitutional limita- 
tionists—the separation of powers, the principle of non-delega- 
tion, the equal protection and due process clauses, and the neces- 
sary and proper clause—have been flattened and pulverized by 
the engines of war. I do not lament this turn of events as 
tearfully as do some teachers of constitutional law, because I 
honestly do not see how the United States could have met the 
social and military challenges of these brutal decades without 
a government exercising power on a spacious scale. And how- 
ever varied our answers to the question, What has become of our 
Constitution?, no one of us will deny that in the garrison state 
the emphasis must be on constitutional power rather than on 
constitutional limitations. 

By way of conclusion, may I make my second prediction? I 
feel as certain as one can feel about such things—and that is 
not very certain—that our constitutional system will prove 
equal to the tasks and the threats of the garrison state. The 
classic textbooks, especially those printed across the water, have 
always made much of the rigidity and limitations in the Ameri- 
can constitutional system. Perhaps the successors to these 
classics will make much of its flexibility and powers. Even now 
our institutions, as I have tried to show, are shaping themselves 
slowly, carefully, searchingly, pragmatically—in other words, 
democratically—to the exorbitant pressures of mobilization 
and cold war. Even now we are recognizing once again the 
transcendent political wisdom of the framers of the Constitu- 
tion, who gave us a system with so nice and adjustable a balance 
between power, which will save us from destruction, and limita- 
tions, which will save us from ourselves. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN WALLACE: I am sure that many questions have arisen 
in your minds in connection with this exceedingly challenging paper. 
I shall, if I may, exercise a chairman’s prerogative and postpone dis- 
cussion of it until later in the afternoon. 

The second speaker this afternoon is Professor I. I. Rabi, Higgins 
Professor of Physics at Columbia University. Professor Rabi is too 
well known as a Nobel Prize winner and as the recipient of innu- 
merable honors in his chosen field, to make it necessary for me to 
review his very distinguished career. He wiil talk on “‘ The Organiza- 
tion of Scientific Research for Defense”. Professor Rabi! 
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THE ORGANIZATION OF SCIENTIFIC RESEARCH 
FOR DEFENSE 


I. I. RABI 
Higgins Professor of Physics, Columbia University 


HE war years 1940-45 saw a very great expansion in our 
scientific organization for military purposes. The estab- 
lishments under the control of the Army and the Navy 
expanded very greatly in facilities and personnel, and in addi- 
tion there came upon the scene in 1940 the NDRC, succeeded 
by the OSRD, the Office of Scientific Research and De- 


velopment. 


The Army and the Navy laboratories were directly under 
military control, although manned largely by civilians. On the 
other hand, the Office of Scientific Research and Development 
tapped the enormous resources of personnel and ability of the 
scientists of the country who were not in military organizations 
or in industry, but who came mostly from the universities and 
nonprofit research organizations. 


There were these two lines: the military laboratories under 
control of the military, and these other laboratories essentially 
under Dr. Bush’s control, which grew to be very large and 
were responsible for some very important developments such 
as the proximity fuse and microwave radar. 


The end of the war saw the termination of the OSRD, and 
the Office went out of existence. On the other hand, the mili- 
tary laboratories took over a certain number of the personnel 
and, in some cases, the complete laboratory. Essentially, there 
was no important demobilization on the part of the laboratories 
under the control of the military. They went on with budgets 
about as big as they had had during wartime. 

The work which was done in research of a military nature 
was not done only in those laboratories. In addition, in the 
post-war period there were contracts let out to industry and to 
other institutions, in some cases to the universities, to partici- 
pate in the military effort. 
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Toward the end of the war we, of course, had three services 
rather than two, followed later by unification under the De- 
partment of Defense. This unification, however, did not result 
in an integration of research activities in the sense of having 
laboratories which were common to the services. We still have 
three sets of laboratories with a great deal of overlapping effort. 

To attempt to remedy this situation, even before the uni- 
fication, there was set up a Joint Research and Development 
Board (JRDB) which was later succeeded, when unification 
occurred, by the Research and Development Board (RDB). 

The Research and Development Board consists of a civilian 
chairman who presides over a board which has representatives 
from the three services. The first chairman was Dr. Vannevar 
Bush, who was followed by Dr. K. T. Compton. The present 
chairman is Dr. William Webster. There is an elaborate struc- 
ture of the Secretariat and of committees which cover every 
conceivable variety of military research and development, such 
as atomic energy, radar, electronics, guided missiles, and so on. 
Below these committees are subcommittees and panels. The 
RDB has proliferated to become a tremendous organization 
which is supposed to follow the military research effort and to 
coérdinate it to increase efficiency, reduce duplication and fur- 
nish general guidance. It has important practical powers in the 
sense that the research budget has to be reviewed by these com- 
mittees of the RDB. 

Within the Navy, the Office of Naval Research, which was 
set up at the end of the war, has had a great effect in the en- 
couragement of scientific research in the United States. It has 
supplied funds and effective help in the post-war reconstruction 
of scientific research up to the present day. The objective has 
been to create a healthy scientific atmosphere, to forward re- 
search even in nonmilitary fields, to develop an increasing and 
a better scientific personnel, and healthy science in the United 
States. In this respect it has been extremely effective, more so 
than anybody would have hoped, and probably more so than 
the foundations which participate in similar fields. 

The result of this endeavor is that the major universities of 
the country which do scientific research are in exceedingly good 
condition. They have good equipment; they have the means 
of supporting their advanced students and of carrying out 
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programs which have brought the United States so far to the 
forefront in scientific research in the world that there is hardly 
a second. Almost anything one sees in Europe is provincial as 
compared with what we have in the United States, and a good 
deal of our advance is the result of the work of the Office of 
Naval Research. 

One cannot, of course, discuss military research without 
talking about the Atomic Energy Commission. During the war 
the atomic energy development was under the Army in the 
Manhattan District. After the war the history of atomic en- 
ergy research ran contrary to that of the other military re- 
search efforts. The scientists in those laboratories were not 
permanent officials. The laboratories were new organizations 
and did not have their permanent skeleton staffs. The ex- 
tremely talented people who had been brought together for 
this very specialized work resigned in large numbers, and the 
laboratories went down in quality almost disastrously. 

However, when the Atomic Energy Act was passed and the 
project went over to civilian control, there was a very great 
improvement. At the present time, I think it would be agreed 
by those who have seen both, that the laboratories under the 
control of the Atomic Energy Commission are by and large 
superior in personnel, organization and productivity to the 
laboratories under the control of the Department of Defense. 

The Atomic Energy Commission in one way or another has 
done a very good job in providing laboratories which have a 
great deal of vitality and a great deal of independence and 
which are forward-looking. The atomic energy research, one 
feels, is in very good hands. 

We have now these two scientific research constellations: the 
military laboratories, and the Atomic Energy Commission lab- 
oratories. Something has happened to the laboratories under 
the Department of Defense which, perhaps, could have been 
predicted, although the reasons for it are not clear. Certainly, 
I cannot explain them. The financial support of the labora- 
tories has been excellent; the amount of money spent on mili- 
tary research through the last few years has been about five 
hundred million dollars a year. This year amounts of ap- 
proximately a billion dollars have been appropriated for this 
purpose. The salaries they have paid have been good, the fa- 
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cilities excellent. Nevertheless, the results have not been en- 
tirely satisfactory. This is not said at all in criticism of the 
military people who head these laboratories and organizations; 
they have tried in every way they could think of to do a good 
job. There apparently is something in organization of research 
under military control which does not work well in the United 
States. When we contrast the Atomic Energy Commission 
laboratories with the laboratories which are run by the Depart- 
ment of Defense, speaking for myself, I think the Atomic En- 
ergy Commission laboratories are better. There probably is 
something fundamental in the nature of research which makes 
it more reasonable and easier to run research laboratories under 
complete civilian control. 

At the present time, the Army, Navy and Air Force are sup- 
plementing their research by placing contracts—in some cases 
rather large contracts—with universities and other organiza- 
tions, to set up laboratories. These new laboratories may be- 
come the vehicle or receptacle into which can be poured some 
of the vast scientific resources of the United States in manpower 
and know-how which exist in the universities and outside the 
military establishments. A good deal, of course, is contributed 
by industry as well. 

As is evident, there are many projects under way and a very 
serious attempt at codrdination of these projects through the 
Research and Development Board. However, I do not wish to 
leave you in the hopeful frame of mind that all is well. It is 
not. Although our effort in scientific research has increased 
manyfold since the days of the 30’s, and although tremendous 
progress has been made during the period of the war and since, 
the problems have grown more complex even more rapidly. 

Consider the problem of undersea warfare. A submarine 
with a Schnorkel is extremely difficult to detect. The newest 
submarines which go very fast under water are very difficult 
to detect and very difficult to kill after detection. Take also 
the necessities which come through the development of the 
atom bomb. In the Battle of Britain the defenders felt that 
they had done well if they intercepted 10 per cent of enemy 
bombers. This was the rate of attrition which the enemy could 
not afford over any period of time because the bomb load was 
much less valuable than the aircraft. But when bombers carry 


[359] 


74 MOBILIZING AMERICAN POWER [Vor. XXIV 


atom bombs, a 10 per cent attrition is nothing, because the 
value of the bomb is equal to the value of the aircraft, and the 
amount of damage a single bomb can do, if delivered on the 
target, is so great that a 10 per cent attrition is unimportant. 

In every sphere the difficulties have become greater and 
greater, so that requirements for defense or for the exercise of 
American military power—that is, the defense of the United 
States on our own shores, or the exercise of American military 
power overseas—have multiplied immensely. The scientific 
problems on the other hand have been growing increasingly 
difficult of solution. Although we have a much better organi- 
zation than we had before we entered World War II, it is still 
inadequate. We have people who are much better trained in 
research, but they are nevertheless still inadequate. The prob- 
lems are so difficult that it would take the very best scientific 
and inventive brains in the United States to make any progress. 

These brains have not been devoted to these problems. No 
organization exists today which would bring about this result. 
There is no top over-all scientific organization such as we had 
in the OSRD which consisted of some of the natural scientific 
leaders, men whose judgment was trusted by the scientific com- 
munity, and which made it possible to distribute the scientists 
to the best advantage in the defense work. There is no central, 
effective organization for channeling effort in one direction or 
another, or to set up a system of priorities. The whole enter- 
prise is so vast that it has completely swamped the Research and 
Development Board which presumably has the job of coérdina- 
tion. However, its very organization makes it impossible for it 
to do a good job because the committees and panels consist 
largely of people who serve part time and are not in the position 
to analyze the problems and see the whole picture. 

What can be done to improve the situation? I do not be- 
lieve that the scientists of the country would be of one mind 
as to what measures should be taken. My feeling is that the 
working scientists, the younger scientists, would like to see an 
organization something like the wartime OSRD set up which 
would be in a position to do scientific research and development 
in military affairs for defense on an over-all basis. That of 
course is not easy to do, because of the very existence of the 
large military laboratories and facilities with abundant per- 
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sonnel. However there are problems, and enough, for all con- 
cerned, without any fear of duplication. 

There is a pattern which might have been set up earlier, per- 
haps should have been set up earlier, in which the whole re- 
search and development effort would be placed in a civilian 
agency under the Department of Defense—something of the 
sort they have in England with the Ministry of Supply or the 
Ministry of Aircraft Production. 

In fact, we have something of that kind in the Atomic En- 
ergy Commission. Most of the Commission’s effort, of course, 
goes into weapons and weapon development. It is run by 
civilians but has a Military Liaison Committee which is very 
stimulating to the Commission. It has to satisfy the customer, 
who is watching what it does very critically. On the other 
hand, it operates in the normal modes of American action; that 
is to say, in a civilian organization. 

We are now faced with tremendous problems; some of a 
definitely technical nature, others involved in finding an or- 
ganization which is sufficiently broad and sufficiently flexible to 
contain and manage the vast mass of scientific personnel and 
effort which this country commands. There is nothing weak 
about the country. As far as the scientific potential is con- 
cerned, it is immense. It is probably equal to all the rest of the 
world put together. But to focus this potential in such a way 
as to meet our pressing problems—this, like many other things 
in the United States, is something which remains to be done.* 


* Since this address was made President Truman has appointed a Scientific 
Advisory Board, headed by Dr. Oliver Buckley. 
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REMARKS 


CHAIRMAN WALLaceE: Thank you, very much, Professor Rabi! 

The third speaker this afternoon is Professor Richard C. Snyder. 
For a number of years we at Columbia had the pleasure of having 
Professor Snyder with us as an able and congenial colleague. In 1946 
he left us for the Gothic halls of Princeton, where he has been dis- 
tinguishing himself ever since. 

His work at Columbia, and his work at Princeton as well, covered 
two general fields: that of international relations, and that of do- 
mestic affairs which impinge on international relations. It is for this 
reason that he is particularly suited’ to discuss the subject, “ Security 
Against Subversive Activities”. Professor Snyder! 

PROFESSOR SNYDER: Professor Wallace, Ladies and Gentlemen: Be- 
fore beginning my paper I should like to say that when this topic 
Was assigned to me, it seemed to be an invitation to become completely 
lost in an ocean of clichés. I have tried to avoid that. There are a 
number of things I might have done. None of them seemed very 
satisfactory, the more I thought about it, and perhaps you will find 
certain things you expect me to say to be missing from my formal 
paper. 

I should like to make it clear they are not missing at all. I am 
simply assuming you have in mind some of the more obvious problems 
and events in the field of subversive activities—the Hiss case, the 
Coplon trial, the University of California oath situation, the govern- 
ment loyalty program—all these and others with which I am sure you 
are familiar. I am not going to refer, except occasionally, to such 
matters, but I am not leaving them out. 
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SECURITY AGAINST SUBVERSIVE ACTIVITIES 


RICHARD C. SNYDER 


Associate Professor of Politics, Princeton University 


r | NAHE use of essentially nonviolent means to create, or take 


advantage of, basic weaknesses in a nation’s social struc- 

ture has become a new technique of statecraft. Capacity 
to resist attacks upon internal security has become an important 
element of national power. Protection of American values, 
institutions, and policy programs ought to be regarded, there- 
fore, as one vital phase of the total crisis imposed on us by the 
multiform Soviet challenge. 

Viewed in this light, the problem of controlling subversive 
activities is really two interrelated problems. Structural-func- 
tional weaknesses in American society at once invite attack and 
affect our ability to make rational decisions. On the other 
hand, attempts to undermine our internal security must be 
countered without our slipping into, or backing into, totali- 
tarian methods and morals. So stated, the problem cannot be 
separated from larger issues of national security. 

Policy decisions have been made in the past six years without 
an adequate theoretical framework for the determination of 
true national interest, without an operational definition of in- 
ternal security, and without the necessary understanding of the 
behavior of American society. Such omissions account, in part 
at least, for the fact that our approaches to the control of sub- 
versive activities have lacked coherence and have been charac- 
terized by something less than fundamental thinking. 


I 


It is not necessary to catalogue for this distinguished audience 
the dangers and limitations inherent in our present attempts to 
control subversive activities. Most responsible students of the 
problem agree that while some useful results have been achieved, 
the price has been high and not yet fully paid. All of us will 
agree that there is grave peril in our situation and most of us 
will agree that some of the consequences of our control policies 
are as alarming as the threats against which they are directed. 
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It would be entirely misleading, however, to dismiss or ex- 
plain our mistakes by saying that the only thing wrong has 
been our inability to devise adequate safeguards for necessary 
policies or our failure to apply a workable legal formula which 
would both protect democratic rights and prevent subversion. 

Paralyzing or overthrowing a complex society requires more 
than espionage and small-group conspiracy, serious as these may 
be. The objectives of large-scale subversion naturally include 
the more familiar activities of alien agents, citizen-traitors and 
Communist party members. Such objectives also include: major 
divisions of loyalty, obscuring and undermining values, disaf- 
fection of large segments of the population, driving a wedge 
between the people and their leaders, destroying the society’s 
image of itself, impairing rational choice-making, disrupting 
the processes through which social goals are realized, and ob- 
structing the mobilization of national power. It seems doubtful 
whether the hopes of the Soviet régime for achieving these 
things in American society rest solely on what might be termed 
** pick and shovel ” subversion. 

Social values, institutions and processes must be viewed not 
only as points of vulnerability to subversion but as causes of 
irrational responses to the control problem itself and as sources 
of weaknesses which are independent of, yet helpful to, the 
purposes of traitors or conspirators. For example, it is a nice 
question which has been in the long run more costly to the 
security of America, the passing of atomic secrets to the Soviet 
Union or our failure to differentiate clearly between basic and 
applied scientific research, between the actual behavior of sci- 
entists and their political beliefs. 

As obvious as these propositions are, they do not appear to 
have been fully recognized in our present policies. As Norman 
Thomas has said, “no easy appeal to libertarian principles ” 
will suffice as a guide to internal security in the light of a 
broader definition of subversion. We have relied primarily on 
irresponsible private control measures and on the national police 
power. Aside from the fact that preventive legislation and the 
judicial process will not be adequate in and of themselves, the 
increasingly prevalent reliance upon political institutions to pro- 
mote domestic security is one of the roads to the garrison state. 

Our basic problem may be formulated this way: what should 
be the foundation stones of a comprehensive long-term program 
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by which the American people can defend themselves against 
attempts to destroy their internal security and to take advan- 
tage of weaknesses in their social structure without sacrificing 
their values and without hobbling their capacity for rational 
self-control in a period of continuing crisis? 

The remainder of this paper is devoted to a brief suggestion 
of some of the elements of such a program. The suggestions 


are offered tentatively as a means of encouraging discussion at 
a different level of analysis. 


II 


A first requirement is a conceptual theory of internal security 
to serve as a basis for determining minimum conditions of sta- 
bility, for assessing real as distinct from apparent weaknesses in 
the social structure, and for deriving the most appropriate tech- 
niques of defense against subversive activities. The McCarran 
Act is noticeably lacking in conceptual thinking and further- 
more seems to be based on experience in societies quite different 
from ours. A theory of this kind should, incidentally, prevent 
our unwittingly or unconsciously accepting the Soviet diagnosis 
of our weaknesses. At any rate, we need a concept of national 
domestic security. which will embrace a consideration of the na- 
ture of American society in terms of the specific objectives of 
an attack on values, institutions and processes. Only through 
an operational definition of internal security can a control pro- 
gram be geared to social reality in America. No control pro- 
gram can be completely effective if it is based on a combination 
of folklore and impressionism. 

There are at least four major elements in a concept of internal 
security for American society: first, the nature and strength 
of its value system; second, the strength and flexibility of its 
institutions and the relationship between values and their in- 
stitutional embodiment; third, the nature of its social processes, 
notably the socialization process, the opinion process and the 
political process; fourth, social conditions which have a bearing 
on national morale. 

A strength-weakness analysis of these various categories 
should enable us to determine basic necessities in our present 
situation and the extent to which such necessities are unfulfilled. 
Thus social goals must be clearly stated, the price of each must 
be understood, and sacrifice for attainment must be equitably 
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distributed. Social ills which disunite the society and which can 
be exploited by subversive agents must be alleviated. Indi- 
vidual self-sacrifice must be solicited so as to avoid temporary 
emotional outbursts followed by recessions which weaken long- 
term policies. Tensions and anxieties which provide a pretext 
for, or support for, ill-considered responses by the national 
legislature must be kept to a minimum. Developments of re- 
cent months have revealed an unfortunate gap between the 
nation’s leadership and the general public. Therefore, attention 
must be paid to the establishment of an effective, well-struc- 
tured relationship between leader and led. The need for con- 
structive social change must be faced frankly. If an enemy 
can place us in the position of employing specious status quo 
arguments for fear of admitting the validity of some of his 
criticisms, we have given him a subversive weapon far more 
dangerous potentially than any band of conspirators could gain 
by their own efforts. This selective list of minimum internal 
security requirements is typical, not exhaustive. Let us turn 
briefly to a more detailed discussion of three of the elements in 
a conceptual theory of internal security. 


IV 


At the core of any culture is a system of ultimate ends or 
values upon which the consensus of the society is built. Ulti- 
mate values—such as the inherent worth and dignity of the 
individual—and intermediate values—such as the ballot, free 
public education—must be distinguished; they are related but 
different. Furthermore, values are arranged hierarchically; 
some are more important than others. 

Unity and morale must rest in the last analysis on shared 
values. A foundation stone of sound public policy regarding 
weaknesses in, or attacks upon, the value structure of American 
society is scientific knowledge of what values are most important 
to the American people as a whole. What is the hierarchical 
arrangement of values in the minds of the people? Are the 
same values, in the same order, shared by both the general public 
and leadership groups? What concrete meaning is attached to 
the values we think form a common core in our society? How 
strongly attached to our values are we? How extensive is the 
common core—does it cover all the values? Are values held 
only on a lip-service basis? 
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These questions lead to a larger one: does a genuine, cohesive 
political community exist in the United States? Are there hid- 
den weaknesses, ambivalences and cleavages under the surface? 
If the value structure is unsound, are the risks of attempting 
to suppress the circulation of subversive ideas practical even if 
they can be rationalized as a price to be paid in time of crisis? 
A scientific analysis of these matters might show that the real 
task is to assess the value transmission process and the institu- 
tional expression of values in our society. 

Presumably, ultimate values should be a check on certain 
kinds of conduct which impede the political process. However, 
no nation-wide revulsion against McCarthyism has been evident. 
One explanation for the success of the value distortions engaged 
in by such zealous defenders of “ the American way ” as Mc- 
Carthy might be that our values have become stereotyped. 
That is, symbol and meaning having been divorced, the content 
of values can be manipulated to permit acts which violate their 
spirit. 

Value conflict or confusion may provide a common link 
among the following apparently unrelated phenomena: Senator 
Fulbright’s dismay at public apathy over disclosures of govern- 
mental immorality; the lack of a fighting ideology on the part 
of GI’s in Korea; and disagreements over the objectives of the 
Voice of America program. 

An inquiry into our value system might mitigate the sharp 
dilemma either of having to expose our values to attack or of 
having to protect them by means which are repugnant. A posi- 
tive strengthening and clarification of our value system might 
enable us to make explicit the area of tolerance with respect to 
those activities the prohibition of which would otherwise be 
dificult or dangerous. Or, an investigation might assure us 
that our values are so firmly embedded in the life of the nation 


that they could not really be destroyed by the activities which 
currently worry us. 


V 


Political, economic, educational, religious and other institu- 
tions are at once avenues for the attainment of social values and 
the means by which the performance of social functions is in- 
sured. The vulnerability and effectiveness of institutions in a 
complex society are therefore of prime significance for the pro- 
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tection of a society against internal insecurity. One kind of 
question here arises from the fact that primary group ties have 
been weakened and the quality of social participation has de- 
clined for large numbers in this society. The result has been 
the transference of functions to major institutions so that for 
many life-satisfactions the individual is increasingly linked in- 
directly to large-scale organizations rather than directly to 
primary groups. If the society is held together only on the 
political level by abstract symbols or bonds which are not built 
into face-to-face relationships, two things may happen. First, 
such tenuous bonds must be defended more and more rigidly, 
thwarting free political discussion and prompting the over- 
zealousness we have found to be unfortunate. Second, unity 
becomes dependent primarily on symbol manipulation rather 
than on a genuine integration of perspectives. We know, for 
example, that value statements expressed by the Secretary of 
State do not adequately bridge the gap between the self-interest 
of the average Middle-Westerner and our national interest re- 
garding Western Europe. An analysis of our institutional 
structure might provide one cue as to why this is so. It might 
also help us to ascertain whether many groups in the popula- 
tion have actually become de-politicalized as some of us suspect. 
Unstable support for long-range policies is of course not un- 
related to apathy. 

Mass disaffection in a society is potentially possible when in- 
stitutions do not offer clear, alternative and relatively unblocked 
roads to value-achievement. Subversive appeals to upset tra- 
ditional institutional patterns will be heeded to the extent that 
those patterns have atrophied and no longer provide the satis- 
factions to which a society declares every member is entitled. 
A careful look at our society in this connection might be 
coupled with an appraisal of the socialization process to see 
whether it does in fact tend to produce individuals who are 
mature, independent and well enough integrated into the social 
structure to identify and resist false prophets. This knowledge 
might also be useful in determining what kinds of people be- 
come traitors and “ true-believers ” and why. 

A different approach to preserving the integrity of institu- 
tions is to examine what is happening to them under the impact 
of the present crisis in order to see how strong they really are. 
Thus one might inquire: Do certain responses of our educational 
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institutions reassure us as to their viability and effectiveness? 
Is it appropriate that Western values tend to become an exclu- 
sive ideological focus at a time when we are becoming deeply 
involved with at least five other quite different culture areas? 
Is it desirable that current problems of public policy be rele- 
gated to a minor position in the curriculum behind a revived 
emphasis on the three R’s? We know that impressionable 
young people are an inviting target for ideological attack, yet 
recent studies show an increasing tendency for public schools 
to steer clear of so-called controversial issues. 


VI 


Finally, mention must be made of social processes through 
which the society formulates and executes policy programs. 
The political process and the opinion process are particularly 
important since so much of the discussion of the problem of 
controlling subversive activities has centered on foreign policy 
—on the devising of appropriate responses to the Soviet chal- 
lenge and on the mobilization of national power behind policy 
objectives. 

Of late the attack on our internal security has been per- 
verted into a technique of domestic politics. The use of high- 
level abstractions to answer arguments and the use of the smear 
as a power weapon need little comment. Another disturbing 
factor has been the noticeable lack of an esprit de corps in the 
administrative branch. Both are illustrative of the need for a 
reéxamination of the allocation of power and responsibility in 
the American political process. One interpretation which might 
be placed on recent events in Washington is that dislocations of, 
and a faulty functional relationship of, power and responsibility 
have contributed to breakdowns in the decision-making process 
beyond the fondest hopes of enemy agents, to distortions of the 
problem of controlling subversive activities, and to the high 
price we have paid for even legitimate control measures. Surely 
the irresponsible attacks on policy-making officials would not 
be so fateful in a better-structured political process. 

With respect to the opinion process—through which we 
create consensus to undergird our decisions—an important 
question is whether we in fact have a genuinely competitive dis- 
cussion of policy alternatives. A reasonably sound and open 
opinion process would tend to nullify the stultifying conform- 
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ity which often results from an attempt to control subversive 
activities. If this is true, then it would be important to know 
how opinion leaders function and what they perceive their réle 
in the decision-making process to be. The shaky nature of our 
present consensus and the lack of full presentation of policy 
alternatives reveal that in our attempt to remain united in the 
face of divisive tactics we have inadvertently weakened our- 
selves. 


vil 


I should like to make it clear in closing that I have not in- 
tended to recommend a substitute for operations of the FBI or 
for legislative controls per se. Nor have I intended to argue 
that utopian reform of the United States is necessary. My 
thesis is that any effective program for defining and controlling 
subversive activity requires an accurate appraisal of how our 
social system functions. An analysis of the true nature of our 
values, institutions and processes might provide us with criteria 
for deciding calmly what measures will effectively promote in- 
ternal security at a price we can pay without fear of conse- 
quences. If this seems difficult or impossible, let us remind 
ourselves that we have social science tools which have not yet 
been pressed into national service. If this seems to be the long 
way around, let us remind ourselves that the destruction of 
liberty has humble beginnings. 


REMARKS 


CHAIRMAN WALLACE: Thank you, very much! 

I regret to say that Professor Gabriel Almond, who was to have 
been here with us this afternoon, has been unable to attend. We are 
more than fortunate, however, in that Dr. Merrill G. Murray, Assis- 
tant to the Director of the Bureau of Employment Security of the 
United States Department of Labor, has agreed to talk on “ Civilian 
Aspects of Military Manpower Policy”. Dr. Murray! 

Dr. Merritt G. Murray: Mr. Chairman, Ladies and Gentle- 
men: Before I begin my paper I should like to say that I hope the 
audience will appreciate that since many of the points regarding mili- 
tary manpower which I shall cover in this paper are under debate at 
the present moment in Congress, some things I may say regarding the 
congressional bills may be obsolete by the time we read the evening 
papers. While referring to current proposals, however, I have at- 
tempted to bring out the basic manpower issues which will remain 
valid, ‘whatever may be the details of military manpower legislation 
finally enacted by Congress. 
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CIVILIAN ASPECTS OF MILITARY 
MANPOWER POLICY 


MERRILL G. MURRAY 


Assistant to the Director, Bureau of Employment Security, 
U. S. Department of Labor 


EFORE we can discuss military manpower policy and its 
B effect on civilian manpower, we must make some assump- 
tions as to what our military needs will be. I believe 
that there will be little argument that we must assume a long 
period of international tension, during which we must be pre- 
pared for an all-out armed conflict. Our military planners 
have determined that this will require an armed force of ap- 
proximately 3,500,000 men for the immediate future with a 
build up of reserves in men, matériel and plant capacity which 
will make it possible quickly to expand our military might in 
case of general war. It is hoped that after we build up our 
reserve strength, we can reduce our armed forces to lower levels. 
It is for such a period that the Administration has proposed a 
system of Universal Military Training as a long-range plan, to 
avoid the violent ups and downs in our military preparedness 
to which the nation has been prone as international tensions 
fluctuate. 

I will accordingly discuss the civilian aspects of military man- 
power policy in terms of a long period of armed preparedness, 
geared to the possibility of expansion for all-out conflict. 

We must also keep several basic facts in mind in considering 
military manpower policy. The first is that modern armies re- 
quire a complex industrial establishment behind them to pro- 
duce their armament and equipment. It is not as simple as it 
once was to raise and equip an army. 

The first draft of citizens for military service was enacted by 
Congress in 1792. The inductee of that day was notified by a 
proper noncommissioned officer of the company within whose 
boundary he lived of his enrollment in the militia and his duty 
to report thereafter with his own musket, firelock or rifle and 
ammunition, to exercise on the regular company days. Con- 
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trast this with the tremendously complex organization of our 
armed services and the intricate modern arms that must be 
produced and assembled for a modern army, navy and air 
force. Instead of simple muskets, we must produce intricate 
and varied types of equipment that require years of planning 
and a huge industrial organization to produce. All this requires 
manpower, in the civilian economy as well as in the armed 
forces. Although with modern machinery and techniques, we 
can use womanpower as well, great numbers of men are needed 
to produce the guns, planes, tanks, ships and other implements 
of warfare that our armed forces require. 

The second basic fact is that the complex arms of modern 
warfare require skilled manpower for their manufacture. In 
the atomic and electronic age in which we live, we need large 
numbers of scientists for basic research and development. We 
need thousands of engineers to develop the machinery, lay out 
and organize production lines, and perform many other opera- 
tions in the complex industrial organization required to pro- 
duce atomic bombs, guided missiles, tanks and all the other 
intricate weapons of modern warfare. We need skilled crafts- 
men to build the tools and dies, and to operate the lathes and 
other equipment that produce these weapons. We need men 
trained in the health and other professions to maintain public 
health and sanitation and all the other civilian services that our 
defense workers require. We need to keep our farms manned 
to produce the food and fibres required not only by the armed 
forces but also by the civilian population. Accordingly, we 
cannot require every able-bodied man, as was required in 1792, 
to be prepared to take up his musket and join his company in 
case of armed conflict. 

The third basic fact that we must fully realize is that our 
manpower resources are limited. Undoubtedly we could, if 
necessary, increase the armed forces to or above the peak levels 
of World War II, but this could not be done without stopping 
the production of automobiles, radios, television sets and re- 
frigerators, and denuding our schools of students. But for the 
long period of international tension which may be in store for 
us, we must keep producing some automobiles, refrigerators 
ard other goods necessary to the civilian economy, and we can 
substantially reduce the enrollment in our schools and colleges 
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only with peril to our present superiority over our potential 
enemies in scientifically and technically trained men. 

Furthermore, there are very definite limitations as to the 
number of men of military age that we can keep under arms 
over a sustained period. Experience during the last war dem- 
onstrated that the physical stamina required of the fighting man 
rapidly diminishes after reaching age 30 or more. Nor, for a 
sustained period, can we expect young men to long delay marry- 
ing and raising a family. It is also vitally important that the 
time when a young man can settle down to a career in his trade, 
profession or business be at a relatively young age. Finally, our 
sense of fairness demands that those who have risked their lives 
in armed conflict for several years in the last war should not be 
required to take up arms again except when absolutely essential. 
This combination of factors has caused Congress to limit the 
compulsory age for induction in the armed forces to the upper 
limit of 26 years. And we are being rapidly forced to the use 
of younger age groups as the supply of those in the upper age 
groups is exhausted. Accordingly, the large majority of our 
military inductions from now on will be those who are just 
reaching military age. I will not go into the question now 
being debated in Congress as to whether that age should be 18, 
1814 or 19 years. Whatever age is decided upon by Congress, 
we will require a large proportion of those who reach the pre- 
scribed military age in the armed forces for several years of 
service if we are to maintain an armed force of 3.5 million men. 

Again, the number reaching military age each year will be 
more limited than in World War II. In 1951, only 1,052,000 
will reach age 18 as compared with 1,248,000 in 1941. Because 
of the low birth rate in the depression years of the 1930’s, the 
additions to the population of military age will be substantially 
smaller than in the corresponding period of the last decade. 
We now have 2 million fewer in the age group of 10-19 years 
than in 1940. As a result, males reaching 18 years of age in 
1951 and 1952 will be at the lowest ebb of the period 1940- 
1960. After 1952, the number will gradually increase so that 
by 1960 almost one-third more will mature each year than are 
maturing today. But not until 1959 will as many attain age 
18 as attained that age in 1940. Accordingly, young manpower 
is going to be at a premium during the next decade. 
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What are the implications of these basic facts regarding man- 
power for our military manpower policies? The over-all im- 
plication is that manpower must be allocated between the mili- 
tary services and the civilian economy in a manner that will 
most effectively contribute to the defense effort. The military 
cannot call anyone and everyone to the colors without vitally 
weakening its own strength. Sufficient manpower must be left 
in the civilian economy to produce the multitude of items that 
it needs. This includes not only guns, planes and ships, but 
housing, clothing, fuel, food and almost every other item that 
is also produced for civilian use. And enough civilian man- 
power must be left to produce the goods and services required 
not only for the defense workers producing these goods for the 
armed forces, but also for all those required to keep our complex 
society functioning. Even in an all-out war, although many 
civilian goods and services can be reduced, it is obvious that 
there is a limit beyond which additions to the military forces 
are possible only at the expense of war production and the ef- 
fectiveness of the home front. 

The military also cannot call men into the armed forces in- 
discriminately without regard to their skills and abilities and 
not damage the total defense effort. Not only must sufficient 
numbers be left in the civilian economy, but these numbers 
must possess the skills that are required to produce defense goods 
and maintain essential civilian goods and services. 

Finally, the requirements of military service must not be 
allowed to dry up the sources of our skilled manpower through 
unnecessary interruption of education in science, engineering, 
medicine and the many other professions, as well as the training 
of skilled workmen, required by both the military and the 
civilian economy over a long period of time. 

The last two implications mentioned raise problems that are 
complicated by the necessity of maintaining the principle of 
equal sacrifice on the part of our citizenry. In a democratic 
nation such as ours, any plan which seems to favor one group 
against another is subject immediately to public criticism. We 
must therefore develop our military policy in a way that our 
people are convinced is fair and democratic. 

These issues have been highlighted in the recent debates in 
Congress on the Universal Military Training and Service bill. 
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Within the time limits that we have available it would be im- 
possible to discuss all the issues raised by this bill. I would 
therefore like to concentrate on the problems of student and 
occupational deferment for the immediate period ahead during 
which we will have an armed force of about 3.5 million, with 
an eye on policies for full mobilization. I will also make a few 
comments as to what problems there would be with respect to 
occupational and student deferment, should a plan be adopted 
for Universal Military Training when it is feasible to reduce the 
size of our armed forces. 

Finally, I would like to discuss who should be in control of 
these policies and their administration. Since our deferment 
policies contain such important civilian implications, the ques- 
tion naturally arises as to whether the solution of these prob- 
lems should be exclusively in military hands, or in civilian 
hands, or a combination of the two. 


Student Deferment 


As I have already noted, modern warfare requires a high de- 
gree of technical and scientific development. Fortunately, our 
country and those allied with us have a distinct advantage in 
the superiority of our trained scientific and technical manpower. 
We could, however, easily lose this advantage if policies are 
not carried out which will assure a continued supply of young 
scientists and technicians. It is therefore necessary that we have 
a policy of student deferment which will assure not only a 
continued but an increasing flow of men through our colleges 
and universities. 

This has been the subject of long and serious study and de- 
bate. On December 21, 1948, the Director of the Selective 
Service System, General Hershey, appointed six Scientific Ad- 
visory Committees in the fields of agricultural and biological 
sciences, engineering sciences, healing arts, humanities, physical 
sciences and social sciences to study this problem. These com- 
mittees, under the general chairmanship of Dr. M. H. Trytten 
of the National Research Council, unanimously recommended 
the deferment of “ those students whose potential ability is at- 
tested by a superior score on a general aptitude test and whose 
educational progress to date is established by a superior academic 
record.” 
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The President on April 1 issued a new Selective Service regu- 
lation which essentially embodied the Trytten committees’ 
proposals. The regulation provides that those students will be 
deferred who maintain a prescribed scholastic standing or have 
attained a prescribed score on a qualification test or both. It 
has been charged that this plan will create an “ aristocracy ” of 
brains which will be selected on a basis that takes into account 
only learning ability and not character and basic ability. This 
is largely a technical matter that can be solved through the kind 
of standards which students would have to meet in order to be 
deferred. The plan has also been called undemocratic because 
it tends to favor the sons of those who have sufficient financial 
resources to send their boys to college. This criticism could be 
met by a plan for financial assistance to needy students such as 
has been proposed by the Administration and approved in the 
Senate Universal Military Training and Service bill. 

The plan has also been criticized in that it would defer not 
only doctors, scientists and engineers, but also young men who 
are training for the humanities or any other type of training. 
The position taken by most of our college leaders is that defer- 
ment should be on a broad basis because the strength of our 
democracy does not depend solely upon our technical ability. 
If we are to maintain the freedoms for which we are prepared 
to fight, we must have leaders who are trained in our democratic 
traditions—leaders in all walks of life. It is too dangerous to 
depend upon the hope that the men who are interested in other 
than the sciences will go back to college after several years of 
military service. 

The student deferment program passed by the Senate would 
operate for only a transitional period of three years after the 
plan is instituted, during which the colleges would otherwise be 
depleted of students, on the theory that after three years the 
colleges would be filled again with a flow of men who have 
completed their period of military service. The Senate plan 
authorized the deferment of 75,000 annually for three years. 
It was estimated that this 75,000, added to those who were de- 
ferred under ROTC programs and the 4F’s, would sufficiently 
maintain college enrollment so that the colleges would not be 
unduly depleted of students. If the plan is finally adopted and 
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these assumptions prove to be untrue, in my opinion it will be 
necessary to revise the plan. It has, in fact, so far been re- 
jected by the House of Representatives. It is doubtful whether 
the nation can risk the loss of some of our potential scientists, 
engineers, doctors, or even political scientists, through depend- 
ing upon their return to college after a period of military serv- 
ice. Indeed, we cannot afford the loss by reason of even two 
years of military service of the relatively few men who will 
become the great scientists of the future. Such young men 
should continue their education without interruption. 

We must not, however, let our interest in the education of 
our youth prevent the armed forces from securing the man- 
power which they require. It should be understood that the 
general rule will be that student deferment will merely postpone 
military service until completion of college studies. Most stu- 
dents will be expected to put in their stint of military service 
upon graduation. In fact, the training received by large num- 
bers of them will be needed in the armed forces. The Trytten 
Advisory Committees to the Selective Service System recom- 
mended that students completing their college studies be given 
an opportunity to find civilian employment which is in the na- 
tional health, safety or interest before induction into armed 
service. The Senate bill so provided, but those who secured 
such employment would be deferred on an occupational rather 
than a student basis. 


Occupational Deferment 


This brings us to the second broad problem raised by large- 
scale induction of manpower into the armed forces; that is the 
determination of who, because of the possession of a valuable 
skill or profession, can make a greater contribution through 
service in the civilian economy than in the armed forces. 

Immediately after the beginning of the Korean conflict, many 
employers were faced with the call-back into service of re- 
servists in their employ who occupied key positions or had 
skills that were critically needed. In many plants, a high pro- 
portion of key managerial personnel and persons with special- 
ized skills were in the reserves—in some cases, even a majority. 

Accordingly, the Department of Labor developed a List of 
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Critical Occupations which are in short supply, requiring long 
training, and essential to the functioning of the industries in 
which they occur. Under this list, a young man who has 
successfully completed a year of apprenticeship in a critical 
occupation is placed on the same basis as a craftsman. The 
Department of Commerce, in turn, developed a List of Essential 
Activities. The Department of Defense on August 1 adopted 
a policy of deferring those reservists who were in critical occu- 
pations in essential activities and persons in key positions. The 
Selective Service System has also sent these lists to the local 
boards for their information in determining who should be 
given occupational deferment from the draft. However, these 
deferments are determined on an individual basis, and in the 
pressure of building up our forces and meeting large draft calls, 
no doubt many have been called to service who should have 
been deferred. In the case of organized units and the National 
Guard, it has been especially difficult to apply such policies. 

The problem of developing and administering sound policies 
of occupational deferment will be multiplied under any system 
of universal training and service such as the bill that has passed 
the Senate and is under consideration in the House. Under 
this bill, all persons inducted into the armed forces upon com- 
pletion of training, unless they enlisted for two years of service, 
would have to join a reserve unit or the National Guard for a 
period of six years. The result of this provision would be that 
within a few years most able-bodied young men between the 
ages of 18 or 19 and 26 would be either in active military 
service or in reserve status. Accordingly, if such young men 
have skills needed for war production and the provision of es- 
sential civilian services in which there is an over-all shortage, 
they should not be subject to call unless their particular skills 
are required in the armed forces. 

Unless this problem is faced and solved, the production of 
arms and the continuation of essential civilian activities could 
be dangerously disrupted in case of total mobilization. There 
would be no time then to determine on an individual basis, 
with all the necessary machinery of appeals, who would be de- 
ferred to carry on the home front. Our military policies must, 
therefore, settle this problem during the period of partial mo- 
bilization in which we find ourselves. 
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The over-all policy should be that those reservists possessing 
knowledge and skill which require long training, which are 
essential to war production or essential civilian services and 
which are in short supply should be called into military service 
under full mobilization only if their skills would be utilized by 
the military in ways more valuable to the war effort. 


Implications of Universal Military Training 


So far, I have been discussing military policy with respect 
to student and occupational deferment in connection with par- 
tial mobilization, with some reference to its implications for 
all-out mobilization. I would now like to look briefly at the 
implication of a permanent program of Universal Military 
Training. I should like to interpose that when I say universal 
military training and service, I am talking about the present 
draft provisions under which a boy would have to go through 
both training and service for twenty-four months, or so. But 
under the proposal eventually there would be a reduction in 
service to a point where only a period of training would be 
necessary for those compulsorily brought into the service, at 
which time a Universal Military Training program would be 
substituted. 

The present legislation before Congress combines revisions in 
the Selective Service Act to meet the immediate needs for in- 
creased armed forces with a long-range Universal Military 
Training program. While the House version of the bill would 
reserve Universal Military Training for further study by 
a commission, the UMT program as passed by the Senate 
is based upon the recommendations of the President’s Advisory 
Commission on Universal Training, under the chairmanship of 
Karl T. Compton. Under this program, every able-bodied 
young man would be expected to undergo six months of mili- 
tary training upon completion of high school and before enter- 
ing college or a trade. He would then be placed on a reserve 
status and be required to undergo brief military training each 
year until he reached age 26. Under the bill as passed by the 
Senate, this program would not be placed fully into effect until 
after it became feasible to reduce the numbers in the armed 
forces to a point where no compulsory service beyond the six 
months’ training period is required. It is looked upon as a 
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long-range plan whereby the size of the armed forces could be 
reduced, yet an adequate number of young men would continue 
to be trained and held in reserve to meet any emergency that 
might arise in the future. 

I will not go into the pros and cons of this proposal, since a 
full discussion of them would require a separate paper. More- 
over, they were ably presented in the Compton report and have 
recently been debated at length in Congress. I will confine my 
comments to the effect of a Universal Military Training pro- 
gram, should it be adopted, upon education and upon the ability 
of a young man to plan his future; in short, on problems of 
student deferment and occupational deferment. 

Under the Compton Commission plan a young man would 
not be required to undergo military training until he had com- 
pleted or left high school, prior to entering college or an occu- 
pation. The Compton Commission suggested possible plans 
under which the universities could revise their college schedules 
so that a young man could wedge in his six months of military 
training between high school and college without having to lose 
an entire academic year. The Commission accordingly con- 
cluded that a program of Universal Military Training would 
not need to interfere with college education. 

However, if general war required full mobilization, those 
who had completed their basic military training but were still 
in college would be in a reserve status and so subject to call. 
Some plan of student deferment would have to be worked out 
in advance to keep in school those who were engaged in study 
or research of great value to the war effort. Presumably, stu- 
dent deferments in such an event would be much more restric- 
tive than can be allowed in the present partial mobilization. 

With respect to occupational deferment of reservists under 
a Universal Military Training plan, the same provision for de- 
ferment of those in critical occupations would be required as 
under any other reserve plan. 

For peacetime, nevertheless, a Universal Military Training 
program would raise no important deferment problems. 


Civilian Administration 


I would like to close with a discussion of one more important 
point regarding the relation of the civilian to military policy. 
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That point is that the administration of policies affecting 
civilians as profoundly as student deferment or occupational 
deferment should be in the hands of civilians. At least, civil- 
ians should have the major voice in decisions. Our forefathers 
had a healthy respect for the importance of civilian control over 
military policy in a democracy. They made the President com- 
mander-in-chief of the armed forces, and placed the adminis- 
tration of the military departments under civilian secretaries 
who are members of the President’s cabinet. The question is 
whether this policy should not be carried down the line so that 
the determination of all deferments is also under civilian con- 
trol. We have partially followed that policy in the Selective 
Service System, through which occupational and student defer- 
ment of those inducted into the armed forces is in the hands of 
local civilian boards. The Senate has also provided that the 
administration of the student deferment plan embodied in its 
bill shall be in the hands of a civilian commission. But the 
problem of the administration of occupational deferment with 
respect to an enlarged reserve program is yet to be solved. 
Nevertheless this problem must be solved if the plan passed by 
the Senate prevails, under which every young man upon com- 
pleting military service will be placed in the reserves for a period 
of six years. This plan would result in at least three fourths 
of our young men being subject at any time until they are at 
least in their upper twenties to call back to military service. 
The determination of how and whom to defer on an occupa- 
tional basis will be difficult, because the military must be able 
to count on recalling its reserves. Yet, at the same time, the 
civilian economy must be protected against the nonuse of vitally 
needed skills. Our present leaders in the Department of De- 
fense are fully alive to the problem and have been consulting 
fully with those administering civilian manpower regarding it. 


Conclusion 


In a paper before a group primarily interested in political 
science, I perhaps should have discussed the implications to our 
political institutions of the prospect of having a huge military 
force in being and in reserve during the years ahead. Fears 
have been expressed of the danger to our democracy of so much 
of our effort and so large a portion of our manpower being 


[381] 


96 MOBILIZING AMERICAN POWER [Vo.r. XXIV 


devoted to the defense of our nation. Although I have not 
discussed this directly, I have had it in mind in stressing the 
importance of preserving the education of our youth and in 
the safeguarding of our civilian economy against an undue 
depletion of the scientific and technical personnel that are so 
essential to it. I have had this particularly in mind in the im- 
portance I have attached to civilian participation in administra- 
tion of these civilian aspects of our military policies. To the 
extent that these matters are wisely and democratically ad- 
ministered in the civilian interest, it will contribute to the 
preservation of our democracy. 

On the other hand, in the world situation, in which the very 
existence of free, democratic societies is in danger of destruction 
from without, we must take care that the interests of the mili- 
tary as well as the civilian economy are properly safeguarded. 
We must not be so zealous for the immediate education of those 
of college age, or for keeping men with important skills at 
their civilian posts, that the military does not secure the man- 
power that it needs. What we must guard against is an over- 
zealous attitude on the part of the military, which might result 
in killing the goose that laid the golden egg. If our student 
deferment policies are inadequate, we may have a goose that 
doesn’t know how to lay golden eggs. And through inadequate 
deferment of persons in essential occupations, we may kill or at 
least seriously weaken the goose of industrial production so that 
we don’t get the golden eggs of armament which we need. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN WALLAcE: I think the speakers already know how much 
you have enjoyed the four discussions by the intensity of the attention 
you have given. 


The meeting is now open for discussion.* 


* Space limitations prevent us from including the discussion from the floor 
in the PROCEEDINGS. 
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PART III 


THE DEFENSE PROGRAM: PLANS AND OBJECTIVES 


INTRODUCTION * 


GRAYSON L. KIRK, Presiding 


Vice-President and Provost, Columbia University 
Director, Academy of Political Science 


ADIES and Gentlemen: On behalf of President Douglas, 
[vio unhappily is unable to be with us tonight, and the 
Trustees of the Academy, I am glad to bid you welcome 

to this our Seventy-First Spring Dinner. 

We have an array of distinguished speakers who will discuss 
for you a variety of phases of as important and, to some extent, 
as controversial a problem as we have dealt with in these Acad- 
emy sessions for many years. 

This country has undertaken a momentous mobilization ef- 
fort, not for war but for peace. It is a peculiarly difficult effort 
for a democratic society to undertake to operate successfully 
and efficiently in time of peace. The strains—political, eco- 
nomic, organizational—have long since appeared, and I am sure 
will long continue with us. But whatever your attitude may 
be with respect to an individual program, there is I think no 
question but that the American people are behind the program 
of mobilization—or a program of mobilization—as the best 
and perhaps the only means of averting another war. 

Conscious of the fact that we may not by this means be able 
to avert it, conscious also of the fact that other offsetting pro- 


* Opening remarks at the Dinner Session of the Semi-annual Meeting. 
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cedures and organizations must not be lost sight of or even 
subordinated, we are, nonetheless convinced that only through 
strength of a kind which we are uniquely able to develop in 
the world can we and those who agree with us maintain the 
sheer physical power which we hope will be sufficient to deter 
others from aggression. 

Since we do have four distinguished speakers tonight, my 
own remarks will be brief. There is no need for me to spend 
a great amount of time presenting these gentlemen to you, 
because you are already familiar with them and their work. 
But perhaps I am a little sensitive to such things, because not 
long ago when I was being introduced to an audience the chair- 
man said, ““ You know, not very long ago I was in an audience 
where this speaker was presented. I had known something 
about him before, yet as the Chairman went on in his intro- 
ductory remarks I felt a little like the man who in the midst 
of a funeral service got up and tiptoed and peeped into the 
coffin. Later, when a friend asked him why he had done that, 
he replied, ‘ Well, I wanted to be sure I was in the right place.’ ” 
[Laughter ] 

I think it is fitting that we undertake our exploration tonight 
by a discussion from a man who is certainly one of America’s 
distinguished economists. All of you have seen writings by 
Professor Slichter, who has now been teaching at Harvard for 
more than twenty years, and who in recent years has had the 
distinguished title of Lamont University Professor, and who 
next week is to publish another of his trenchant analyses of 
American economic problems under the title, What’s Ahead 
for American Business? 

One-time President of the American Economic Association, 
long-time Chairman of the Research Advisory Board of the 
Committee for Economic Development—there is so much that 
one could say about Professor Slichter, but I know I voice what 
all of you feel when I say to him that we are delighted to have 
him with us tonight, that we welcome the opportunity on our 
side of this table to present him to you to discuss “ The In- 
tegrity of the Dollar”. Professor Slichter! [Applause] 
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THE INTEGRITY OF THE DOLLAR 


SUMNER H. SLICHTER 


Lamont University Professor, Harvard University 


I 
Mi remarks will be divided into two principal parts. 


First, I wish to comment briefly on some aspects of 

the immediate problem of inflation. Next, I wish to 
discuss some recent tendencies for the government to become 
committed to policies and practices that tend in the long run 
to undermine the purchasing power of the dollar, and I wish to 
analyze the probable consequences of the policies. 


II 


The inflationary movement in the United States during re- 
cent months has had markedly different phases. At the present 
time, the economy is making a transition from one phase of 
inflation to another—from a phase in which the increase in buy- 
ing came principally from business concerns to a phase in which 
the increase in demand will come in the main from the govern- 
ment and from consumers. The last quarter of 1950 saw a 
rapid rise in business buying, partly for new equipment but 
especially for inventories. Of the $47 billion rise in the annual 
rate of expenditures between the last quarter of 1949 and the 
last quarter of 1950, more than three fifths represented larger 
outlays of business concerns. Of this rise in business spending 
more than half was caused by a shift from the reduction of in- 
ventories during the last quarter of 1949 to an increase in 
inventories during the last quarter of 1950. Less than one 
tenth of the growth in expenditures between the last quarter 
of 1949 and the last quarter of 1950 represented a rise in gov- 
ernment spending. 

Inflation has been financed, up to now, mainly by a rapid rise 
in the turnover of money but partly by a large increase in 
short-term bank loans to business concerns, and by substantial 
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sales of government securities to Federal Reserve Banks.’ It 
has not been financed thus far by a deficit in the federal budget 
and government borrowing from banks. In fact, inflation has 
occurred in the face of a cash surplus in the federal budget. 

In the months immediately ahead, the most important sources 
of inflation will be the defense outlays of the federal govern- 
ment and the expenditures of individuals. The defense outlays 
of the government will rise by at least $25 billion a year be- 
tween the end of 1950 and the end of 1951—over three times 
the rise during the last half of 1950. Personal incomes will con- 
tinue to grow rapidly, and by the end of the year will be run- 
ning more than $20 billion, as an annual rate, above the rate at 
the end of 1950. The supply of goods available for personal 
consumption, however, which increased about 5 per cent be- 
tween the end of 1949 and the end of 1950, will not increase at 
all. In fact, it will probably decrease by a small amount. Busi- 
ness expenditures, of course, will continue to be important, but 
shortages of materials, inventory controls, and possibly restric- 
tions on credit will prevent business spending from growing as 
rapidly as during the last quarter of 1950. 

My comments on the problem of inflation will be devoted in 
the main to a discussion of what can be done to limit the in- 
flationary effect of government expenditures and consumer buy- 
ing, but I wish to say a few words on the problem of limiting 
business spending. 


Ill 


The most effective way in which the government can limit 
the inflationary effects of business spending is by restricting the 
use of bank credit by business concerns. This is the aspect of 
controlling inflation that encounters least opposition from pres- 


1 The turnover of demand deposits outside New York increased from an 
annual rate of 18.9 in January 1950 to 22.0 in January 1951, and through 
the second half of 1950 averaged 22.2 in comparison with 18.6 in the second 
half of 1949. The loans of all commercial banks increased from $44.8 billion 
on June 30, 1950, to $52.9 billion on January 31, 1951. The rise in the 
commercial, industrial and agricultural loans of weekly reporting member 
banks was from $17.8 billion on December 27, 1950, and $18.1 billion on 
January 31, 1951, to $19.2 billion on March 21, 1951. Holdings of United 
States government securities by the Federal Reserve Banks increased from 
$17.7 billion on June 21, 1951 to $20.3 billion on December, 27, 1950 and 
$21.9 billion on February 28, 1951. 
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sure groups outside the government. But opposition within the 
government has prevented effective control of bank credit. It 
is not necessary that I discuss this well-worn subject. I wish 
to point out, however, that the only reliable way to limit the 
expansion of bank credit is to make bank reserves scarce. There 
is a chance that the present program of voluntary restraint in 
lending by the banks will be tolerably successful, but there is 
also a good chance that it will not. 


IV 


What can be done to offset the inflationary effect of expand- 
ing defense expenditures? To a limited extent the increase in 
defense outlays might be offset by cuts in nondefense spend- 
ing. If the administration and Congress were eager to find 
ways of cutting nondefense outlays (which they are not), these 
expenditures might be cut by $5 billion a year. Such a cut 
would be most helpful, but it would not prevent a net rise of 
about $20 billion a year in the outlays of the federal, state and 
local governments. 

Since cuts in nondefense spending can offset only a small part 
of the rise in defense expenditures, limiting the inflationary 
effect of defense outlays is mainly a matter of assuring that 
they are financed by non-inflationary methods. To many 
people this simply means paying as we go. But some taxes are 
inflationary, especially in a sellers’ market; hence, even a bal- 
anced budget may be inflationary. This is a fact that has re- 
ceived too little attention. 

Recently, several organizations have proposed that the federal 
budget be balanced in large measure by increases in the cor- 
porate income tax and by various forms of sales taxes. An 
increase in taxes on corporate incomes may be politically neces- 
sary in order to induce some groups in the community to submit 
to controls, but such an increase would be inflationary. Even 
if price controls prevent an advance in the corporate income 
tax from being passed on, the advance would encourage cor- 
porations to finance their expenditures on plant and equipment 
by inflationary methods, such as borrowing from banks, paying 
off bank loans more slowly, or selling government securities. 
Sales taxes, which may be deflationary in a buyers’ market, have 
mixed inflationary and deflationary effects in a sellers’ market. 
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They produce higher prices, but the price increases do not raise 
private incomes. 

To the extent that it is not politically possible to finance de- 
fense expenditures by anti-inflationary taxation, such as in- 
creases in the personal income tax, they should be financed by 
anti-inflationary borrowing—that is, by the sale of government 
securities to individuals. Indeed, the sale of government secu- 
rities to individuals would limit consumption among many 
people on whom Congress is not willing to levy much of an 
income tax. In short, whether or not government spending is 
inflationary depends, not on whether the budget is balanced, 
but on whether expenditures are financed by inflationary or 
anti-inflationary methods—whether these methods be inflation- 
ary taxes or inflationary borrowing, or whether they be anti- 
inflationary taxes or anti-inflationary borrowing. 


The tendency for personal incomes to outrun the supply of 
consumer goods represents the most difficult aspect of the 
problem of inflation. I have said that the flow of goods avail- 
able for personal consumption will probably not be quite as 
large at the end of 1951 as at the end of 1950. This conclusion 
is based partly upon the belief that the rate of gross private in- 
vestment can be reduced from an annual rate of $60.2 billion 
in the last quarter of 1950 to about $49 billion (in terms of 
1950 dollars) in the last quarter of 1951. This large cut in the 
rate of investment can be accomplished without reducing the 
rate of expansion of industrial plant and equipment, provided 
the accumulation of inventories is drastically reduced. -My 
estimate of the supply of consumer goods also assumes that new 
crises this summer will not require acceleration of defense pro- 
duction—a somewhat daring assumption. The problem of the 
gap between personal incomes and the supply of consumer 
goods must be attacked either by limiting the increase in per- 
sonal incomes or by reducing the proportion of personal incomes 
that is spent for consumer goods. How can the rise in personal 
incomes be limited? Corporations can help by deferring divi- 
dend increases or by paying part of dividends in stock instead 
of cash. But dividends represent only a small part of all per- 
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sonal incomes—less than § per cent. The main problem, how- 
ever, is how to limit the growth of wage and salary payments 
which comprise about two thirds of all personal incomes. 
These payments increased by an annual rate of over $22 billion 
during 1950 and they will continue to rise rapidly during 
1951. Can anything be done to limit their growth? 

A considerable expansion in payrolls will result from the in- 
crease of employment and from a longer work week. These 
are badly needed, and, in estimating the prospective supply of 
consumer goods, I have assumed that employment would rise 
by about 2.2 million and the work week would increase by 
3 per cent. The result would be a rise of nearly $12 billion a 
year in payrolls. 

Payrolls will be increased also by advances in wage rates. In 
a strong sellers’ market, the rise in wage rates is likely to be 
rapid, unless steps are taken to control it. Where a large part 
of the employees are organized into powerful trade unions, as in 
the United States, the ability of the community to limit the 
advance in wage rates depends upon what wage controls the 
unions are willing to accept. If unions do not accept a wage 
policy, they will make bargains that violate it and will strike or 
threaten to strike unless these bargains are treated as exceptions 
or unless the wage policy is modified to allow them. In a strong 
sellers’ market, strikes against the wage policy cannot be de- 
feated unless the public, including most of the wage-earners, are 
overwhelmingly against strikes and demand that the govern- 
ment use strong measures to maintain production. 

Public opinion at present does not demand that unions accept 
a wage policy that involves real restraints upon the use of their 
bargaining power, and the unions themselves are not ready to 
accept even the mild restraints imposed in the orders of the 
Director of Economic Stabilization. Since his order limiting 
Wage increases was issued on February 27, unions in wool, cot- 
ton, meat packing, shipbuilding, railroading, and other indus- 
tries have negotiated wage increases which considerably exceed 
the permitted amounts. The unions evidently expect the gov- 
ernment either to modify its wage regulations or to treat the 
increases negotiated by unions as exceptions to the regulations. 
If the government modifies its general wage regulations to per- 
mit the recent increases, there will be little general restraint 
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imposed on wages. If it permits the recently negotiated in- 
creases to be treated as exceptions, there will be two wage 
policies—one for nonunion workers and another for union 
workers, because most unions will quickly insist that they be 
given the benefit of any exceptions that are made in the wage 
policy. 

I do not know how rapidly wage rates will advance during 
the next year. In February, the cost of living was 8.0 per cent 
above June 1950, but about half of all wage-earners had not 
yet received general increases since June. It is obvious that even 
among nonunion wage-earners there will be many wage in- 
creases in the next few months. When one takes account of 
the strong upward pressure of unions on wages, and the in- 
ability of the government to rally public opinion against wage 
increases, one reaches the conclusion that the rise in straight- 
time rates is likely to be at least as large as it was early in the 
Second World War between October 1942 and October 1943, 
when the increase was 7 per cent. Such an increase would add 
over $9 billion to payrolls. This rise, together with that pro- 
duced by the rise in employment and the longer work week, 
will make the total growth in the compensation of employees 
between the end of 1950 and the end of 1951 about $21 billion 
as an annual rate before taxes and about $16 billion or $17 
billion after taxes at present rates. 


VI 


Since the prospects for limiting the rise in personal incomes 
are not bright, the control of the demand for consumer goods 
must be accomplished mainly by reducing the proportion of 
consumer incomes that is spent for consumer goods. There are 
two ways of doing this: (1) raising the personal income tax, 
and (2) increasing the rate of personal saving. 

An increase of $16 billion or $17 billion a year in the yield 
of the personal income tax would eliminate the gap that will 
have arisen between personal incomes after taxes and the supply 
of consumer goods by the end of 1951. It is, of course, un- 
realistic from the political standpoint to talk about such a rise 
in the income tax. The President has asked Congress to provide 
$4 billion a year more in higher personal income taxes. It is 
doubtful whether Congress will be willing to go quite this far. 
Even if it did, only about one fourth or less of the inflationary 
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gap between personal incomes and the supply of consumer goods 
would have been eliminated. 


vil 


Since only a small fraction of the inflationary gap can be 
eliminated by taxation, reducing the gap must be accomplished 
mainly by a rise in personal saving. There are several ways of 
increasing personal saving: (1) offering individuals convenient 
opportunities to reinvest dividends, (2) reducing the amount of 
dissaving, (3) increasing the use of personal savings in financing 
the purchase of real estate, and (4) offering individuals attrac- 
tive securities in which to invest. 

1. Offering individuals convenient opportunities to reinvest 
dividends. This is a step that many corporations should take. 

2. Reducing the amount of dissaving. In 1949, the net vol- 
ume of personal saving was about $9 billion. This was the 
result of $23 billion positive saving and $14 billion of dissaving. 
If dissaving (spending more than one’s income) can be sub- 
stantially reduced, the net amount of saving can be greatly 
increased. Much of the dissaving occurs among low-income 
recipients and reflects the fact that these people have small 
incomes and often extraordinary expenses due to illness or other 
misfortune. But much dissaving also occurs among the well- 
to-do or persons with moderate incomes who feel able to buy 
an automobile, a house or other durable consumer goods with 
borrowed money. In 1949, 34 per cent of all dissaving oc- 
curred among the two fifths of the spending units with the 
highest incomes, and 52 per cent among the three fifths of the 
spending units with the highest incomes. This kind of dissav- 
ing can be limited by strict controls on consumer credit and 
real estate credit. It is not unreasonable to expect that dissav- 
ing can be cut by about $4 billion a year and perhaps $5 billion. 

3. Increasing the use of personal savings in financing the 
purchase of real estate. During the last year about $2 billion of 
investment in real estate was financed by the expansion of com- 
mercial bank credit and roughly $1 billion by the sale of gov- 
ernment securities by insurance companies to the Federal Re- 
serve Banks—in other words by an expansion of Federal Reserve 
bank credit. Both of these methods of financing the purchase 
of real estate are inflationary. If they are effectively discour- 
aged, personal saving as a method of financing housing will be 
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encouraged. There will be less residential building in 1951 than 
in 1950, but a much higher proportion of it should be financed 
out of personal savings. ‘ 

4. Offering individuals attractive securities in which to invest. 
Equity issues are not a suitable investment for small savers, 
among whom an increase in saving is badly needed. In the 
past, small savers have invested mainly in savings bank deposits, 
houses for owner-occupancy, and owner-operated businesses. 
In the future, small savers will undoubtedly need to invest in 
conservatively run investment trusts a considerable part of the 
funds that they would otherwise have put into savings banks. 
If investment trusts are to encourage saving among small in- 
vestors during the next year without bidding up stock prices, 
there needs to be a good volume of new equity issues. That is 
why the payment of dividends partly in the form of stock is 
particularly important this year. 

Much of the responsibility for reducing the size of the gap 
between personal incomes after taxes and the output of con- 
sumer goods must fall upon the government. The volume of 
borrowing by the government should be determined, not by the 
size of the budget deficit, but by the size of the inflationary gap. 
If new crises this summer require the acceleration of defense 
production, my estimates of the size of the gap will be too small. 
Thus far the government has done virtually nothing to stimu- 
late an increase in personal saving (1) despite the obvious fact 
that most of the reduction in the size of the gap between per- 
sonal incomes and the supply of consumer goods must be 
achieved by more saving and (2) despite the additional fact 
that the present securities of the government are not attractive 
to noninstitutional buyers. In other words, the government has 
scarcely started to deal with the very crux of the problem of 
inflation. If the government is to do a good job of stimulating 
saving, there must be a merchandising point of view in the 
Treasury. This means that the Treasury must design and offer 
securities that fit present needs and preferences of prospective 
buyers and that would be purchased eagerly. The Treasury is 
still attempting to sell the same type of E Bond that was offered 
about ten years ago. In the meantime, however, conditions 
have greatly changed, so that attempting to sell a 1941 model 
government savings bond in 1951 is much like attempting to 
sell an out-of-date model automobile or refrigerator. 
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The principal change that has occurred between 1941 and 
1951 is in expectations concerning the future movement of 
prices. Throughout the Second World War there was a general 
belief that the war would be followed by a slump and that the 
trend of post-war prices would be downward. As a result, 
people were not only willing to buy government securities on a 
large scale, but were also willing to hoard cash. Between the 
end of 1941 and the end of 1945, personal holdings of currency 
and demand deposits increased from $16.7 billion to $45.7 bil- 
lion. The general expectation that the post-war movement of 
prices would be downward is reflected in a survey of 62 non- 
governmental economists made by one of the agencies of the 
Farm Credit Administration in 1945. The dominant opinion 
among these economists was that the price level during the 
quinquennial 1946 to 1950 would average about 6 per cent 
above 1945, and that by the quinquennial 1956 to 1960 the 
price level would be slightly below the level 1946-1950. 

Present opinions about the long-term movement of prices 
may be just as wrong as were the opinions of five or ten years 
ago. In fact, it is not too late for at least some of these early 
opinions to turn out to be correct—though I do not think this 
will happen. But whether present-day opinions are right or 
wrong, they are very different from the opinions of ten years 
ago, or even five years ago, and it is opinions that make markets. 
Merchants long ago discovered that the way to sell goods is to 
give the customer what he wants, not what the seller thinks the 
customer ought to want. A few years ago a large restaurant 
chain undertook to serve the kind of food top management 
thought the customers ought to eat—not the kind that the cus- 
tomers wished to eat. The customers got what they wanted, 
but they got it by going elsewhere. 

Since there are differences in the preferences of prospective 
savers, the Treasury should offer a variety of savings bonds— 
a wider variety than it now offers. Any security that is suf- 
ficiently attractive to induce considerable new saving will be 
purchased in substantial measure out of capital rather than out 
of income, unless steps are taken to prevent it. Probably the 
best way of discouraging purchases out of capital would be to 
make the new bonds nonnegotiable and to limit the quantity 
sold to any individual. There seems to be a widespread demand 
for a tax-exempt bond. A bond should be offered to meet this 
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demand. If interest were tax exempt, a rate of 3.5 per cent, or 
a little less, might be regarded as sufficient by many prospective 
buyers to compensate them for the risk of loss in the purchasing 
power of their principal and thus to induce an increase in sav- 
ing. There is a considerable demand among prospective in- 
vestors for “inflation hedges ”—investments that will not lose 
in purchasing power if prices rise. In fact, the demand for 
protection against inflation extends beyond savings—there is a 
widespread demand that wage payments be protected against 
inflation. The Treasury should offer a bond designed to meet 
this widespread demand for a hedge against inflation—that is, 
a bond payable in a fixed amount of purchasing power. 

Such bonds have been criticized on several grounds—all of 
them ill-founded. For example, it has been said that purchas- 
ing-power bonds would represent “ built-in inflation”. This 
is erroneous. The ratio between the liabilities created for the 
government by purchasing-power bonds and the national in- 
come would be precisely the same as the ratio between liabilities 
and income that would exist if the government sold conven- 
tional bonds and did a perfect job of price control—that is, 
prevented amy rise in prices. It is also objected that purchasing- 
power bonds would add to inflation if they were cashed and the 
proceeds spent for goods during a period of rising prices. But 
so long as people expected prices to rise still further, the pur- 
chasing-power bonds would be among the last of their assets 
that they would part with. It has been argued that the mere 
issuance of purchasing-power bonds would constitute a dan- 
gerous admission on the part of the government that the gov- 
ernment may be unable to prevent a rise in prices and that 
this admission would precipitate an avalanche of buying in an- 
ticipation of higher prices. In this age of newspapers and 
radios, however, the danger that prices may rise is hardly news. 
And the establishment of price-control machinery is a fairly 
good advertisement of the danger of a rise in prices. Likewise, 
every time the government issues an order cutting down the 
future use of this or that material in civilian production, it is 
advertising a probable shortage and presumably encouraging 
people to buy in advance. In view of the long and thorough 
discussion of the problems of inflation and in view of the rise in 
prices that has occurred in the last nine months, there cannot be 
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much residue of scare buying that would be precipitated by 
purchasing-power bonds. 

Persuading millions of persons to start or to increase their 
saving cannot be done by ballyhoo, or by advertisements over 
the radio or in the magazines or in streetcars or subways—it 
can be done only by personal solicitation, the same kind of 
salesmanship that gets people to buy life insurance. Conse- 
quently, as soon as the government provides itself with a meri- 
torious line of securities that can honestly be represented as 
meeting the needs of noninstitutional buyers, it should organize 
for a nation-wide face-to-face selling campaign. A good vol- 
unteer sales force, able to make a word-of-mouth approach to 
tens of millions of prospective buyers, is just as essential as a 
high-quality line of securities. 


Vill 


Let me conclude these remarks with some brief observations 
on the long-run outlook for the value of the dollar. In recent 
years the federal government has adopted policies and practices 
that tend in the long run to reduce the purchasing power of 
the dollar. As a result, a widespread belief has grown up that 
the dollar is bound in the long run to drop in purchasing power. 
Associated with this belief are fears of a rapid flight from the 
dollar and a runaway inflation. 

I believe that the policies and practices of the federal gov- 
ernment greatly increase the probability that prices will rise and 
that the value of the dollar will slowly decline. I do not believe 
that the policies and practices which reduce the purchasing 
power of the dollar will be abandoned—though some of them 
may be modified. The decline in the value of the dollar will 
create grave injustices. Much can be done by individual initia- 
tive or by public policies to limit some of these injustices. But 
not all of the injustices caused by rising prices can be miti- 
gated. The injustices caused by rising prices, however, are 
probably no greater than the injustices caused by stable prices. 
The slow depreciation in the value of the dollar is not likely, in 
my judgment, to precipitate a rapid flight from the dollar and 
to produce a runaway inflation. The slow depreciation of the 
dollar is likely to raise the average level of employment and, 
therefore, the output of the economy and the standard of living 
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of the people. Let me explain briefly the reasons for these 
several beliefs. 

Three principal public policies tend to reduce the purchasing 
power of the dollar: (1) the policy of supporting the prices 
of farm products; (2) the policy of encouraging collective 
bargaining; and (3) the policy of government intervention for 
the purpose of halting recessions. The policy of supporting the 
prices of farm products reaches only a small proportion of all 
prices. It does, however, affect an important part of prices— 
particularly prices which affect wage demands. The support 
prices are high—usually about 90 per cent of so-called “ par- 
ity”. Parity is so defined that most farm products sell below 
parity even in the midst of a business boom. In June 1950, 
when the country was very prosperous, all six of the so-called 
“basic crops” were selling below parity and only six out of 
seventeen other crops were selling above parity. The definition 
of parity does not make proper allowance for technological 
progress. Consequently, the more prices of farm products are 
reduced below parity by. technological progress, the more the 
government is likely to spend keeping them up. During the 
last four years, the government has spent no less than $7.4 bil- 
lion keeping the prices of farm products high. 

The policy of protecting the right of employees to organize 
and of encouraging collective bargaining has resulted in a rapid 
increase in the number of trade unionists—from less than 3 
million in 1933 to about 13 million or more today. With 13 
million men organized into trade unions, money wages are likely 
to rise faster than if unions had only 3 million members. And 
if money wages rise faster, prices will also rise faster, because 
prices must be in line with costs. With the right to organize 
protected, the day is not distant when union membership in the 
United States will exceed 20 million. 

Some economists, I realize, contend that unions have little or 
no effect on the general level of money wages.” Their reason- 
ing, however, impresses me as unconvincing. It is hard to be- 
lieve that unions, which undoubtedly possess considerable power 
to inflict losses on employers, totally fail to achieve at least part 


2See, for example, W. A. Morton, “ Trade Unions, Full Employment 
and Inflation”, American Economic Review, March 1950, vol. XI, pp. 13-39; 
D. H. Robertson, Money (revised edition, London, 1948), p. 222. 
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of their objective of raising money wages. There are strikes 
and some of these strikes are won by unions. If one of the 
issues is Wages, as it often is, the strike means that the union 
is attempting to push up wages faster than the market would 
cause them to rise. And in many cases where there are not 
strikes, settlements are achieved after much difficulty and as a 
result of strong pressure on both sides to make concessions. In 
the cases where settlement is difficult, the negotiated wage is 
likely to be above the free market rate. 

Finally, the policy of aggressive intervention to halt recessions 
tends to produce a long-run drop in the value of the dollar. 
Booms are usually accompanied by a rise in the price level. If 
the price level in the long run is to remain unchanged, the drop 
in prices which accompanies a recession must be sufficient to 
offset the rise in prices which accompanied the previous boom. 
But if the government intervenes actively to limit the severity 
of depressions, it will also limit the drop in prices. The govern- 
ment, however, is much less interested in restraining booms, as 
the record of 1947, 1948 and the first half of 1950 plainly 
shows. Consequently, prices must be expected to rise about as 
readily during booms as in the past but not to drop as much 
during periods of contraction. As a result, the long-term ten- 
dency of prices to rise will be enhanced. 

Little can be done to control these policies and practices that 
tend to raise the price level. Some reforms can perhaps be made 
in the definition of “ parity ” so that the government will not 
spend huge sums on the support of farm prices in the midst of 
booms. The policy of encouraging employees to organize is 
here to stay, and little can be done to limit the bargaining power 
of trade unions. At some level of unemployment, it is true, 
the unions would not be able to raise money wages faster than 
managers and engineers raised output per man-hour, and a tight 
credit policy fairly soon after revival from recession might halt 
the increase in employment and keep unemployment sufficiently 
high to equate the bargaining power of unions and employers. 
I am sure that the country would not tolerate such a ridiculous 
policy. Unemployment means less output and a lower standard 
of living, and it would hardly be worth while to accept a lower 
standard of living for everyone in order to avoid a slow drop 
in the value of the dollar. 
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To some extent the tendency of unions to raise wages faster 
than the increase in output per man-hour might be limited by 
more rapid technological progress. One consequence of more 
rapid technological progress, however, is to weaken the resist- 
ance of employers to demands for higher wages. Some people 
envisage the ultimate development of a national wage policy 
formulated by unions and employers. They argue that the 
unions will see that their members gain nothing from wage in- 
creases that must be offset by higher prices; hence they believe 
that the unions themselves will see the desirability of imposing 
restrictions on collective bargaining. Some day a national wage 
policy may be developed to provide a framework for collective 
bargaining, but that will not be for many years. American 
unions are very particularistic and competitive and are not 
much interested in the problems of labor as a whole. It will 
require a long time for them to develop a national point of view. 

Some effective steps can undoubtedly be taken to reduce the 
tendency for efforts to control business cycles to bring about a 
long-run rise in prices. It is true that, in the future, efforts to 
halt recessions are likely to be intensified rather than relaxed. 
Nevertheless, there are ways in which the rise in prices during 
periods of boom can be retarded without appreciably limiting 
the expansion of employment. For example, tighter control of 
bank credit and short-term consumer credit in the later stages 
of expansion would probably affect prices more than employ- 
ment. It must be conceded, however, that the net effect of 
policies designed to keep the average amount of employment 
close to “‘ full employment ” is inflationary. 


IX 


What would be the consequences of a slow drop in the pur- 
chasing power of the dollar—say about 2 per cent per year? 
This is about the average rate at which the dollar has lost pur- 
chasing power since 1929. At this rate the dollar will lose one 
third of its present purchasing power in another twenty years 
and a little more than half at the end of forty years. 

The decline in the purchasing power of the dollar would 
amount to a gradual and partial expropriation of the bene- 
ficiaries of life insurance, the holders of rights to pensions, and 
the owners of mortgages, bonds and savings bank deposits. The 
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injustice would be serious and yet it would not be disastrous, 
and much could be done to mitigate it. I have pointed out that 
a stable price level in the long run can probably be achieved 
only at the cost of recessions sufficiently severe to wipe out all 
the rise of prices during the intervening booms. The unem- 
ployment caused by recessions represents injustices. Undoubt- 
edly the injustice caused by the unemployment that accom- 
panies a stable price level is no less than the injustice inflicted 
by a slowly rising price level upon the owners of many assets 
payable in a fixed number of dollars. 

What can be done to mitigate the injustices imposed by a 
slowly depreciating dollar? For the beneficiaries of life in- 
surance, little can be done because the value of policies cannot 
be adjusted to the declining value of the dollar. If the ex- 
pectation of slowly rising prices produces, as it should, higher 
rates of interest, the dividends on policies may rise and the net 
cost of insurance may fall. The injustice imposed by rising 
prices on beneficiaries of life insurance is mitigated by the fact 
that the period of greatest need for insurance is usually not 
more than twenty or twenty-five years. Most men have great- 
est need for insurance when their children are small and when 
the family home has not been paid for. Undoubtedly a high 
proportion of men of forty-five years of age or more are over- 
insured. 

The injustice imposed by rising prices on prospective pen- 
sioners is greater than that suffered by most beneficiaries of 
insurance. Between the time when a man enters industry and 
payments begin on his pension and the time when he begins to 
draw a pension, forty or fifty years may elapse. During that 
period the purchasing power of the pension can drop drastically. 
The pensions paid under the Federal Old Age and Survivors’ 
Insurance plan can be adjusted for the decline in the purchasing 
power of the dollar without too much difficulty. Under 
private plans, however, pensions have to be based on lifetime 
earnings. This means that the adjustment of the pension to 
decreases in the value of the dollar is quite incomplete. Conse- 
quently, if the long-run movement of prices turns out to be 
upward, greater reliance than now should be placed upon the 
federal pension plan and less upon private plans. 

The prospect of a slowly depreciating dollar will raise diffi- 
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cult investment problems—particularly for small investors. In 
the days when men assumed that the price level in the long run 
would remain more or less stable, a single type of investment, 
such as the savings bank account, would satisfy the two basic 
needs of the small investor: a reliable immediate source of cash 
(in the event of sickness or other misfortune) and a safe store- 
house of value into which his principal could be put with con- 
siderable assurance that it would not be lost. Under rising 
prices, a single type of investment does not meet these two basic 
needs. The small saver still needs a savings account or some 
savings bonds to assure him cash in event of economic recession 
or misfortune—though this need can be diminished by unem- 
ployment insurance and sickness and accident insurance. But 
under a rising price level, a savings account or a savings bond 
is not a satisfactory storehouse of value because each assures 
loss of principal in terms of purchasing power. Eventually, of 
course, the rate of interest on savings accounts and savings 
bonds may rise sufficiently to compensate investors for the loss 
in the purchasing power of their principal. A considerable rise 
in interest rates will be required and it will take some years. 
In the meantime what is the small investor going to do? 

A satisfactory outlet for some savings in many cases will be 
the ownership of a home. Certainly the prospect of a depreciat- 
ing dollar will greatly increase the attractiveness of home 
ownership. More than half of American families now “ own” 
their homes—though about half of these homes are not com- 
pletely paid for. A few small savers may be led by the pros- 
pect of rising prices to buy shares of corporations. American 
corporations need to increase greatly the number of their stock- 
holders, but common stocks are not suitable investments for 
most small savers. Far more suitable for most small investors 
are the shares of conservatively run investment trusts. As it 
becomes more apparent that the trend of prices is upward, the 
investment trust will grow, relative to the savings bank and 
the government savings bonds, as an outlet for the money of 
millions of small savers. Eventually, as I have suggested, the 
rate of interest on savings accounts and bonds may rise suffi- 
ciently to compensate for the expected depreciation of the dollar. 
Furthermore, the government may offer savings bonds payable 
in a fixed amount of purchasing power. Then the small saver 
will have a quite satisfactory variety of investment outlets. For 
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the time being, however, home ownership and conservatively 
run investment trusts (and, of course, repayment of debts) 
seem to be the best places for his funds. 


Is it not wrong, however, to assume that the rise in prices 
will long be a creeping one? If there is a general expectation 
that the long-run movement of prices will be upward, will not 
a creeping increase soon become a galloping one? Many econo- 
mists believe that the general expectation of rising prices will 


_soon prevent the advance from being slow—that more and 


more people will attempt to convert their money into goods, 
that, as they do, their buying will accelerate the rise in prices, 
and that this accelerated increase in prices will cause even more 
people to shift from money to goods. 

I do not believe that a creeping increase in prices is easily 
converted into a galloping increase. There are several reasons 
for this conclusion. In the first place, the expectation of a 
slow general rise in prices does not create the expectation that 
any particular commodity will advance. Consequently, uncer- 
tainty with respect to the prices of particular goods will limit 
the advance buying of all goods. In the second place, the possi- 
bility of improvements in the quality of goods will limit the 
advance buying of many goods—especially durable goods. In 
the third place, the buying of goods in advance of higher prices 
will be limited by incomes and the necessity of going into debt 
in order to spend more than one’s income. In the fourth place, 
buying of goods in anticipation of higher prices will be limited 
by the inconvenience and cost of hoarding goods. The expecta- 
tion of higher prices may lead many people to replace articles 
more quickly—say, to turn in their cars at the end of four years 
instead of five—but it will not. lead them to hoard cars. 
Finally, the expectation of rising prices will gradually bring 
about a change in the relationships between returns on various 
types of assets, with returns from so-called “ inflation hedges ” 
falling and returns from savings accounts and bonds rising, 
until the advantage of shifting from dollars to real estate, 
equities and commodities is pretty much eliminated. For these 
several reasons I do not believe that a widespread expectation of 
slowly rising prices will bring about a galloping advance in the 
price level. 


[401] 


| 


116 MOBILIZING AMERICAN POWER [Vo.r. XXIV 


XI 


Let us not overlook the fact that an economy with slowly 
rising prices has advantages as well as disadvantages in com- 
parison with an economy that has a stable price level over the 
long run. It has more employment, more output, and a higher 
standard of living than an economy with a stable price level. 
Consequently, the prospect that the dollar will slowly drop in 
purchasing power is not to be viewed in alarm. The prospect 
calls for important adjustments and for some new policies. 
When one is compelled to choose between two kinds of econo- 
mies, each of which has certain disadvantages, one is naturally 
inclined to select the economy that produces the higher standard 
of living. Therefore, as between an economy with a stable 
price level and one with a slowly rising price level, the latter is 
to be preferred. [Applause] 


REMARKS 


CHAIRMAN Kirk: Thank you, very much, Professor Slichter! I 
think I can say for all of us in this room that we have profited im- 
mensely from this clear, realistic and sober analysis of a problem that 
touches all of us very closely. 

This mobilization effort on which we are now embarked requires 
the collaboration, if it is to be successful, of every segment of Ameri- 
can society. It is thus indispensable that in the course of our dis- 
cussion tonight we have presented to us an analysis of labor’s réle in 
the present mobilization program. 

I think we are extremely fortunate in having one of the truly 
distinguished figures in the American labor movement with us. Mr. 
Meany was President of the New York State Federation of Labor 
during the 30’s and has been the Secretary-Treasurer of the American 
Federation of Labor since 1940. For the last ten years he has also 
been a member of the National War Labor Board. These qualifications 
speak for themselves. 

Ladies and gentlemen, with great pleasure I present to you Mr. 
George Meany! [Applause | 


Mr. Georce Meany: Mr. Chairman, Distinguished Guests, Ladies 
and Gentlemen: I am quite happy to hear that labor is going to do 
quite well in this wage question, from my friend, Professor Slichter. 
It’s rather strange, though, that I had to come to New York to find 
that out. 
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LABOR’S ROLE IN THE DEFENSE MOBILIZATION 
PROGRAM 


GEORGE MEANY 


Secretary-Treasurer, American Federation of Labor 


T is a welcome change to discuss labor’s rdle in the Defense 
| Mobilization Program before this distinguished gathering 
of the Academy of Political Science. I have debated this 
explosive issue many times during the past two months in the 
supercharged atmosphere of Washington, where most people are 
too concerned with today’s profits, tomorrow morning’s head- 
lines and next year’s elections to think in terms of the long- 
range welfare of our country. [Applause] Yet the question 
of labor’s rdle in the Defense Mobilization Program vitally af- 
fects America’s future as a free nation and it deserves the fac- 
tual and analytical consideration that sincere students of politi- 
cal science can devote to the functioning of our democratic 
processes. 

As you are perhaps aware, one of the fashions in thought 
current in Washington is that politi-al scientists—like college 
professors—are impractical people. The glorification of the 
“ practical person ” has become part of the American credo, the 
credo which holds that if our government could be run as a 
business is run, everything would be just wonderful. 

Today, business men are running the defense program and I 
can assure you that everything is not just wonderful. 

These transplanted business men in government seem to be- 
lieve that the rdle of labor in the Defense Mobilization Program 
is the same as the rdle of labor in a factory—namely, to carry 
out production orders. The business executives who have taken 
over direction of the mobilization program are accustomed to 
giving orders and having those orders obeyed blindly. No 
wonder they cannot understand what all the excitement is about 
when, in their new environment in the government, they find 
their orders challenged from time to time. 

This is not a new story. Nor is ignorance of democratic pro- 
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cedures in government characteristic only of American business 
men. The same thing happened in Great Britain at the start of 
the last war. Britain stumbled and fumbled for months after 
the beginning of the last war with business men in the key 
positions of control, with disastrous results on the home front. 
When Britain was in mortal danger in the spring of 1940, 
British labor was brought into every phase of the defense pro- 
gram by no less a Conservative than Winston Churchill, Brit- 
ain’s wartime Prime Minister. Mr. Churchill gave labor’s 
representatives four key positions out of nine in the Cabinet, in- 
cluding the appointment of Ernest Bevin to take charge of 
manpower. 

He did this, not because of British labor’s political strength, 
since it was then a minority party, but because he clearly real- 
ized that, in a period of total mobilization, labor had an im- 
portant contribution to make which could be most effectively 
applied through adequate representation at the policy-making 
and administrative levels of the government. This helped to 
evoke the inspiring response of the great masses of the British 
people, through long periods of severe austerity and under fire 
of intensive bombing, proving Mr. Churchill’s wisdom. 

Undoubtedly, Britain’s example had something to do with 
the late President Roosevelt’s decision to accord labor co-equal 
status with industry in the direction of the war production pro- 
gram after Pearl Harbor. Throughout all of World War II, 
trade-union participation in policy-making and planning was 
welcomed by the government rather than shunned. 

That is not the case today. It has been made abundantly 
clear to those of us who represent labor in Washington, that 
labor is not wanted in the operation of the defense program 
except for purposes of window dressing. The business men 
now in charge of that program are proceeding under the as- 
sumption that they have a monopoly of brains and know-how 
and should, therefore, enjoy a monopoly of power. They are 
exercising that monopoly deliberately in accordance with the 
basic business objective—greater profits. 

The history of modern American business discloses that time 
after time it has had to be rescued from crises brought about 
by its own insensate greed. In this defense program—to date 
—it shows no perceptible change. 
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The rush of corporation executives to get aboard the gravy 
train in the Defense Mobilization set-up in Washington during 
the last eight months is a picture of American business at its 
greedy worst. 

I, for one, reject as hypocritical blather the notion that all 
the business men who have attached themselves to government 
positions in the defense agencies are motivated by a high degree 
of patriotism and a keen sense of devotion to the general good. 
It is interesting to note that they are all in positions where they 
can take good care of their particular industry including, of 
course, their own particular business. 

Nor am I beguiled by puff-stories in the public prints about 
the great personal sacrifices made by business leaders in ac- 
cepting defense positions. I am completely unimpressed by the 
sacrifice being made by the Director of Defense Mobilization 
who is receiving $62,000 a year in retirement pay from the 
General Electric Company, plus dividends from his stock in 
the company, while serving the government. 

What does make a deep impression is the fact that, since the 
Communist invasion of Korea and our decision to fight it out, 
business has manifested its patriotism by raising prices sky- 
high. Every housewife, every American family, knows what 
has happened to the cost of living in the past ten months. The 
government knows it too. Today, it is being forced to pay 
price increases ranging from 25 per cent to 600 per cent for 
materials and equipment necessary for our armed forces and 
the defense program. And it should be emphasized that the 
huge price increases that have taken place since the invasion of 
Korea were not the result of increased wage costs. In fact, 
wages remained static for six months after Korea. There were 
no general wage increases during that period of time. 

While the government was appealing to business to hold the 
line voluntarily and avoid the necessity for controls, business 
men plunged irto an orgy of speculation, hoarding and war- 
scare luxury production that was bound to break the line. 

At the same time, heavy business pressure upon a subservient 
Congress resulted in the enactment of a Defense Production 
Act which protects producers at the expense of consumers and 
a new tax law which places a heavier loa’ ~ pon low-income and 
middle-income families while permitting loopholes through 
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which those with large incomes can escape their just share of 
the tax burden. 

Then the business leaders descended upon Washington in 
force and took over management of the defense program under 
an almost complete delegation of authority from the President. 
Today you will find them in every key spot in the defense ma- 
chinery—the owner of a restaurant chain regulating restaurant 
prices; the president of a steel company in charge of the Metals 
Branch of O. P. S.; the former president of the National Lum- 
ber Manufacturing Association now director of the Wood Prod- 
ucts Division of N.P.A., and so on right down the line through 
every division of every agency in the defense program. 

The domination of big business is also clearly reflected in de- 
fense policies: in price controls which serve to increase prices 
because they pass on increased costs to the consumer plus estab- 
lished margins of profit all along the line, instead of dollars- 
and-cents price ceilings which are both understandable to the 
public and enforceable; in wage controls based upon a rigid 
formula which ignores the need for the correction of inequities 
and substandards; in the failure to press for more equitable tax 
legislation; in the neglect of defense housing and the need for 
tighter rent controls; in the otherwise unaccountable silence of 
government spokesmen on the need for strengthening the soon- 
to-expire Defense Production Act; and, finally, in the exclusion 
of labor representatives from any actual participation in the 
determination of basic policies. 

Conversely, it goes without saying that if labor did have a 
voice and some authority in the defense program it would be 
in.a much better position to make an effective fight for the 
changes in policy I have just indicated, changes which obviously 
would serve the public interest and invigorate the defense 
program. 

The rdle of organized labor in the mobilization program 
which no one is trying to restrict is the job of doing the work, 
of producing the weapons and equipment needed to make 
America strong. We gladly accept this responsibility. But we 
say to our government in no uncertain terms that we have a 
right as Americans to be consulted about production policies 
vitally affecting labor’s interests, about the allocation of man- 
power as between defense plants and civilian production, about 
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the similar allocation of materials, about credit policies which 
do not interfere with luxury construction but cut down the 
building of low-cost homes. 

Unlike business, labor seeks no monopoly of control over all 
these defense policies. On the contrary, we firmly believe that 
business must have a voice, that the farmers are entitled to be 
heard and that comsumers should be represented through ap- 
pointees from the general public. 

Our basic democratic concepts demand that there shall be full 
representation for all functional groups in the economy if we 
are going to adhere to democratic principles in the prosecution 
of the defense program. It is only through the democratic 
participation and codperation of all groups that the defense pro- 
gram can be successful. It is only through vigilance on the 
part of each that the principle of equality of sacrifice can be 
firmly established and maintained. 

This proposal implies no change in the form of our govern- 
ment. In normal times and under normal conditions, there 
would be no such pressure for direct participation in policy- 
making. But in a national emergency, in a period of defense 
mobilization when the operation of our free economy must be 
hedged in by government controls, special safeguards are 
necessary. 

Of course, we could abdicate all our basic rights and priv- 
ileges and submit to complete government dictatorship over 
every phase of our daily lives during the emergency period. 
This would mean embracing the very type of tyranny we are 
supposed to be fighting against. I am certain the American 
people do not want that. 

The only other alternative is to keep government controls 
down to a minimum consistent with the national safety and to 
operate those controls in accordance with the will of all the 
people. That is the method we are supposed to be employing 
in the defense mobilization effort. It has failed so far for the 
simple reason that the people directly affected by the controls 
have not been consulted in advance and given the opportunity 
to shape policies which would make the impact of government 
regulation less oppressive and more equitable. 

On the other hand, if the major functional groups in the 
economy were invited into the defense mobilization effort at 
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the top level and given the opportunity both to make policy 
and to administer it, as labor proposes, it would be possible to 
obtain prior agreement and assure broad compliance with gov- 
ernment regulations which otherwise might be intolerable. 

The representatives of the various groups would then be in a 
position to say to their people: “ Look, we are on the team. We 
know what the score is. There are certain sacrifices we will all 
have to make in order to win. There is no other way out. So, 
let’s play ball.” 

Please do not get the impression that this will be a pleasant 
role for labor leaders. We will be under obligation to sell the 
workers we represent tough government controls because we 
took part in determining the necessity for such controls. We 
will be under obligation to tell our people they cannot get wages 
and working conditions they want and feel they are entitled to. 
We will, in a sense, become government enforcement agents. 

But labor leaders generally are willing to undertake this un- 
popular assignment and we are confident that we can persuade 
the workers of this country to abide by our advice, because we 
in labor fully understand the gravity of the national and the 
international emergency. 

We know the Communists. We know their treachery, their 
strategy and their hypocrisy. We know their implacable hate 
of freedom. We in labor have been forced to fight our own 
private wars against communism. They tried to take over our 
free trade-union movement here in America—and we defeated 
them. They tried to win control of the trade-union movement 
at the international level—and we defeated them again. 

Thus, we are aware—and have been for many, many years— 
of the true meaning of international communism and its con- 
stant threat to the peace and security of the free world. 

Labor has been active and vigilant in opposition to com- 
munism because we understand perhaps better than any other 
group in the nation that communism is the mortal enemy of 
progress. We know from bitter experience that Communist 
totalitarianism and free trade unionism cannot co-exist. We 
have seen our fellow trade unionists in other parts of the world 
liquidated by the Communists and their labor organizations 
converted into instruments of slavery in the name of the state. 
We have done considerable research into the extent of slave 
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labor in the Soviet Union and its satellites. In fact, the Ameri- 
can Federation of Labor first proposed an investigation by the 
United Nations into slave labor. That was in 1947 and now 
the UN Economic and Social Council has decided to conduct 
such an investigation, even though, of course, its staff will not 
be permitted to penetrate the Iron Curtain. 

There can be no question, therefore, of American labor’s com- 
plete agreement on the imperative need for all-out defense 
mobilization to meet the Communist threat. 

In this light, permit me then to outline five basic considera- 
tions which we believe vital to effective prosecution of the de- 
fense program. 

(1) International Character. Our defense program must be 
based on an international approach. In formulating policy or 
in providing machinery for its execution, we must never lose 
sight of America’s position of international leadership. We 
must always keep in mind the impact of our policies on the 
economy and life of our allies. We must never lose track of 
the significance and consequences of our proposals and actions, 
of the human machinery set up to carry through the program. 
Our Defense Mobilization Program must be conceived, created 
and completed mof in a national but in an international arena. 
We must always keep in mind that the eyes of our friends as 
well as the eyes of our enemies are always upon us. 

(2) Defense Mobilization Is Not Merely Military Effort. 
Adequate defense mobilization can never be attained solely 
through the production of arms—no matter how huge such 
production may be. Effective mobilization for the security of 
our land and for the preservation of world peace entails meas- 
ureless economic, political, psychological and morale under- 
takings. 

Our own people must be fully and constantly enlightened 
as to why we are in Korea, as to why the defense of democratic 
Germany and the new Japan are in our own best national in- 
terest as well as in the interest of world peace and progress, and 
as to why we have every reason to remain in and strengthen 
the United Nations. 

Of course, our soldiers, sailors, pilots and producers must 
know the enemy—understand his sinister strategy and, yes, feel 
the gravity of the danger growing out of Communist infiltra- 
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tion as the forerunner and precursor to possible Russian 
invasion. 

Long before there was a world-wide fifth column serving the 
interests of an imperialist Power bent on world conquest, Na- 
poleon stressed that in wartime the morale factor is three times 
as important as the material. 

(3) Adequate Representation of and Full Opportunity for 
Participation by All Social Groups in the Mobilization Effort. 
This is not an abstract formula. It involves the very heart of 
the defense program. 

Organized labor has too much to offer to be left out of any 
phase of the planning, preparing or application of the defense 
program. Whether it be in the allocation of material, the set- 
ting of prices, the technical missions abroad, the fixing of wages, 
or the setting of production schedules, the trade-union move- 
ment of our country should be represented so that it may not 
only have a voice but may also offer its ideas and suggestions 
for ever better results. To have such representation for the 
business, labor, farmer and public consumer interests is the 
very essence of living democracy. 

(4) Equality of Sacrifice and Responsibility. Nothing could 
be more destructive of our national morale than the belief 
among our people that profiteering accompanies or permeates 
our defense effort—that some are getting rich because of the 
emergency while many are forced to tighten their belts. Re- 
member, there can be no effective security against our foreign 
foe if we do not have security against all foes within—against 
social injustice, poverty, discrimination on racial or other 
grounds, and the dangerous Communist demagogues who do not 
seek to eliminate these evils but only to exploit them for sub- 
versive purposes so that Russia can conquer us all the more 
easily. 

(5) Special Réle of American Labor. In no previous war in 
the history of our nation was the rédle of labor so decisive in 
response to mobilization for defense, security and victory. Let 
me tell you why. First of all, never before has an aggressive 
imperialist Power done what Russia is doing today. Russia has 
hypocritically and dishonestly usurped the rdle of champion of 
the exploited and the oppressed. Soviet Russia is posing as the 
defender of the interests of labor and of the peoples of Asia and 
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Africa struggling for national independence and for freedom 
from colonialism and imperialist exploitation. Therefore, there 
is ine great necessity for American labor to out-produce Soviet 
labor. That is easy. But there is an even greater and more ur- 
gent necessity to have American labor in the foreground of the 
battle for mobilization and defense to counteract and expose 
the slander and the sinister strategy of the Communist im- 
perialists. 

The outcome of the present world crisis and struggle depends 
in a large measure.on what the workers of the world will feel, 
think and do. And that is where the rdle of American labor, 
as the spearhead of the defense effort, must be given primary 
consideration. 

Relegating American labor to an insignificant or subsidiary 
position in our national defense effort is a sure way of paralyz- 
ing it and of making it impossible to secure the energetic and 
militant support of the many millions of workers and peasants 
throughout Asia, Africa and Latin America—let alone Europe 
where for more than three decades lavishly financed Commu- 
nist parties have been working fanatically and feverishly against 
the free way of life. 

If you keep in mind these guiding lines as essentials of a 
sound mobilization program, you will see the inner significance 
of the conflict that has gripped our defense machinery in recent 
weeks. It is not true that labor has gone on strike against 
the national defense effort. We are working harder than ever 
and showing real restraint in the face of countless deliberate 
irritations and provocations by narrow-minded selfish interests. 
America has been virtually strike-free since the national emer- 
gency was proclaimed. 

It is not so much a conflict of personalities as a conflict over 
policies. We hold that the stabilization law itself is primarily 
at fault. The workers in our country are not a privileged 
group. Nor are we trying to become the privileged class of 
America. American workers never have been bothered with 
the problem of the cost of high living. But we have been be- 
fore and are, especially today, concerned most seriously with 
the high cost of living. 

The Defense Production Act makes effective stabilization 
virtually impossible. As you know, most foods were exempted 


[411] 


126 MOBILIZING AMERICAN POWER [VoLt. XXIV 


from strict price control and food is the principal item in the 
cost of living of the worker and his family. 

At the same time, wage controls already imposed are char- 
acterized by extreme rigidity. Labor recognizes that in this 
emergency it is necessary to have wage controls. Yet we also 
realize the urgency of preserving the right to bargain collec- 
tively for wage increases sufficient to recover at least some of 
the ground lost through runaway prices in the period since the 
Korean War. 

Furthermore, though we are prepared to accept wage freez- 
ing—despite the handicaps it imposes on us—we are con- 
vinced that as much room as possible should be left for 
collective bargaining on other labor-management issues. Other- 
wise, we fear that free trade unionism—without which there 
can be no free and democratic society—will break down. 

We have insisted that collective bargaining be employed for 
settling so-called fringe issues vital to morale and to the 
physical well-being of workers expected to perform miracles in 
defense production. Among these fringes are holiday pay, 
vacations, pensions, and employers’ contributions to health and 
welfare funds. These are not always measurable in dollars. 

Nor do we consider it good patriotism, broad social vision, 
or sound economics for Big Business administrators to seek to 
nullify existing collective bargaining agreements providing for 
wage adjustments in line with changes in the cost of living, or 
to shut out other workers from the opportunity of self-protec- 
tion against inflation. : 

To assure such elementary social justice, we of labor ask 
merely for the creation of a representative, responsible, authori- 
tative and effective government disputes board. 

To assure such elementary social justice, we insist on an ade- 
quate voice and rdle in all manpower decisions. 

No person should be allowed to veto democratic solution of 
labor-management problems during the crisis. If any execu- 
tive in the defense program cannot adjust his personality to 
democratic methods, then he should be allowed to resign. He 
should be replaced by someone who not only knows up-to-date 
machinery, but also understands and believes in up-to-date 
American labor-management relations. Our trade-union move- 
ment feels that a bulldozer can never be the instrument of 
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collective bargaining. We can only hope that the day is at 
hand when every employer will learn this lesson. 

Let the Taft-Hartley Act and its vindictive and unjust spirit 
not dim the vision of business magnates nor paralyze their in- 
telligence beyond recovery. It would be a real loss to our 
country if these wizards of production were to persist in their 
blindness and narrow class interests. 

In a bona fide democracy like the United States, nothing can 
take the place of collective bargaining. Collective bargaining 
is the essence of genuine labor-management codperation. Such 
codperation must be deserved and earned. It cannot be ordered 
or ordained from on high by even the most powerful executive 
or slickest politician. 

On the basis of its greatly enlarged social vision; on the basis 
of its vast productive capacities and experience; on the basis 
of its deep convictions and significant influence on millions of 
workers throughout the free world—without whom no vic- 
tory can be scored over totalitarian Russia and its far-flung 
international subversive Communist movement—American 
labor is entitled to a full opportunity to make its maximum 
contribution to effective defense mobilization. 

Our desire is to make certain that our country will give to 
the liberty-loving world the moral leadership and material 
power that will deter and, if need be, defeat Soviet imperialist 
aggression and thus insure enduring world peace. 

Toward this goal, American labor is prepared to do every- 
thing in its power. We have rendered notable services in 
previous national crises and international conflicts. We shall 
do so again and do better than ever before. We need no goad- 
ing or persuading. We seek no gains or profits from the terrible 
crisis at hand. All we want is a full chance to serve our nation, 
our country, our people, and an anxious and anguished world 
yearning for social justice, freedom from poverty and hunger, 


freedom from terror, and freedom from the fear and scourge 
of war. 
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REMARKS 


CHAIRMAN Kirk: Thank you very much, Mr. Meany! 

Great though our strength is in this country, I suppose that, in the 
long run, much greater still is the fact that, despite our divisions and 
our differences, we are first, last and always in overwhelming majority 
devoted to the same basic principles of the American Way of Life. 
It is this which the Academy seeks to do by presenting in programs 
like this from time to time, the diverse attitudes, differences as well 
as agreements—all the things which go into the democratic procedure 
to which we are so attached. 

Our next speaker is at present an Industry Member of the Wage 
Stabilization Board. He tells me that he commutes back and forth 
from Washington to his other job as Manager of the Commercial 
Research Department of Swift & Company each week. 

Earlier in Washington, at times with the NRA and the OPA, 
earlier still as a teacher at The American University and at Harvard 
where he took his Ph.D., he has had varied experience in and out of 
academic life, industry and government. ‘Therefore I think he is 
extremely well fitted to talk to us about the question of the stabiliza- 
tion of wages. 

I have the greatest pleasure in presenting Mr. Henry B. Arthur! 
[ Applause 


Mr. Henry B. ArtHur: Mr. Chairman, Honored Guests, Ladies 
and Gentlemen: I am very happy that this is an academic gathering. 
To illustrate what I mean, my young son asked me, “ What is that 
Academy of Political Science? ” 

And I said, “‘ Well, that is an academic gathering.” And the dif- 
ference between that and some of the other groups I have had the 
pleasure of meeting is well illustrated by what happened last week. 
I was in Kentucky at a State Chamber of Commerce meeting. There 
was conferred upon me the key to the Old Kentucky Home and other 
evidences of Kentucky hospitality and conviviality. In contrast, just 
before I left home to come down here I received an invitation to buy 
some books on political science, so I think you get the difference. 

I was very much interested in Mr. Meany’s comments. We have 
had a considerable amount of forceful expression of such comments 
on the Wage Stabilization Board. I do not want to let them pass here 
without saying one or two things: 

First, I happen to be a member of a Board that has not been meet- 
ing for the past seven weeks, because the labor members withdrew. 

The second thing I want to mention is that I can see Charlie Wil- 
son, Citizen, performing a very patriotic duty. [Applause] He 
doesn’t have quotations around the words Big Business. [Applause] 
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STABILIZATION OF WAGES 


HENRY B. ARTHUR 


Industry Member, Wage Stabilization Board, 
Economist, Swift & Company 


AGE stabilization is one small part of a total defense 

\ \ mobilization program designed to make ourselves 

strong enough to resist aggression. 

Three years ago I had the privilege of spending a number of 
months in Europe as Economic Adviser to Averell Harriman, 
then in charge of European operations of the ECA. At that 
time the economic status and the morale of the European coun- 
tries and their governments were at a low ebb. Demobilization, 
as you will recall, laid Europe open to the danger of infiltration 
and even revolution. The Continent, like a person suffering 
a long illness, needed something to give it the will to get well, 
the will to recover. 

Economic recovery in Europe was reasonably assured as much 
as a year ago. Before that time it would have been almost too 
much to expect the patient to show a will to resist outside force. 
But once there was evidence of economic strength—the neces- 
sary base for resisting outside forces—there was reasonable hope 
that the inhabitants of European countries might be encour- 
aged in developing a will to resist. 

This is the background in my own experience against which 
I like to put the problems of the stabilization of wages. To be 
sure, the attack on South Korea in June provided an added im- 
pulse which embarked our country upon its huge defense mo- 
bilization program. But it is perfectly clear that we are mobil- 
izing not just for the purpose of policing Korea. We are 
mobilizing in order to become strong enough, to help make the 
free countries of the world strong enough, so that aggression 
against them will offer a very unattractive prospect. 


I 


What kind of mobilization program is the United States em- 
barked upon? What are the criteria that should guide us in 
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determining how much of our resources should be diverted 
from civilian into military production? All of the technical 
experts of the government are trying to answer this question, 
and I can only give you one more sidewalk superintendent’s 
view. It has no official status but it may help provide a back- 
ground for understanding where wage stabilization fits into the 
total picture. 

In my opinion we should mobilize fast enough to discourage 
aggression during that process, but not fast enough to create a 
permanent set of governmental controls from which we will be 
unable to extricate ourselves. It is as simple as that. As a 
friend of mine said: “‘ I’m perfectly willing for our country to 
undertake the job of out-producing Russia but I don’t want to 
have any part in a contest to out-control her.” 

This is the background of our problem. As we employ our 
work force at record levels and create record payrolls and in- 
comes in the process, we must recognize that the volume of 
goods available for civilians to buy is not going to grow in pro- 
portion. In fact, that volume may not grow at all or it may 
even decrease a little. We hope the decreases will be confined 
to goods we can get along without and to goods that require 
scarce military raw materials. Nevertheless we face an ines- 
capable inflationary pressure. 

Stabilization has to do with that part of the defense mobili- 
zation which treats with these inflationary pressures. The Wage 
Stabilization Board was only one small segment in the total 
stabilization program. It did not have the job of preventing 
or curing the basic causes of inflation. These are largely mat- 
ters for the taxing, spending, monetary and credit authorities. 
The Wage Board’s job dealt only with the problems of pre- 
venting the inflationary pressures from breaking through— 
almost like symptoms of inflation rather than causes—in the 
wage field. 


II 


It is possible to be very brief in chronicling the developments 
of the wage stabilization program. 

The Defense Production Act of 1950, approved September 8, 
provided the President with power to impose ceilings upon 
prices and to “ stabilize wages, salaries and other compensation.” 
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On September 9, the President issued Executive Order 10161 
which delegated the stabilization powers under the law to an 
Economic Stabilization Administrator and further provided that 
the Administrator should have a Director of Price Stabilization 
and a nine-man Wage Stabilization Board. The Executive Or- 
der described the responsibilities of the Wage Stabilization 
Board as follows: “The Wage Stabilization Board shall make 
recommendations to the Administrator regarding the planning 
and development of wage stabilization policies and shall per- 
form such further functions with respect to wage stabilization 
as may be determined by the Administrator after consultation 
with the Board.” 

I read that section because it makes clear that the Board, as 
far as its specific assignment in the first instance is concerned, 
was an advisory board to make recommendations to the Ad- 
ministrator. 

The order further said it shall take on such additional duties 
as the Administrator shall from time to time assign to it, after 
consultation with the Board. We arrived at an arrangement 
whereby the Board did undertake additional duties, the duties 
of developing and adopting regulations which were issued by 
the Wage Stabilization Board. They have the force of law. 

The major recommendations or regulations were subject to 
the approval of the Administrator; he might approve or reject 
them, but he might not modify them before issuance. The 
other regulations were issued by the Board on its own delegated 
authority. I shall not go into detail about this series of regula- 
tions. The crucial Regulation No. 6 provided a permissible 10 
per cent increase in wage levels above January 1950, and was 
the one on which the labor members withdrew in protest. 

Thus the Wage Board, as originally established, was assigned 
only advisory responsibilities but was authorized to assume such 
other responsibilities as the Administrator might confer. 

The membership of the Board was not completed until No- 
vember 28, 1950. The month of December was employed, 
chiefly, in organizational matters and in the issuance of a gen- 
eral policy recommendation to the Administrator regarding 
the place of direct wage controls in the total program for re- 
straining inflation. The Board stated that direct control of 
wages and prices did not cure the causes of inflation and that 


[417] 


| 


132 MOBILIZING AMERICAN POWER [Vo.. XXIV 


such controls could not be effective except as a part of a total 
program which reached the basic monetary, credit and fiscal 
factors. 

One of the things the Board learned early was the practical 
impossibility of stabilizing wages on an industry-by-industry or 
commodity-by-commodity basis. The law states that when 
price ceilings are imposed upon individual commodities, wages 
must be stabilized in that industry at the same time. But what 
are wages in the passenger automobile industry? Do they cut 
across the labor contract which also covers diesel locomotives, 
refrigerators and other commodities produced by the same com- 
panies? Do they include the parts-manufacturing departments 
of the automobile company, and, if so, are the independent- 
parts manufacturers exempt or covered? These and similar 
questions make it almost impossible to apply selective wage con- 
trols on a commodity or industry basis. 

In view of the impossibility of developing specific industry 
controls, the Economic Stabilization Administrator soon deter- 
mined that a general freeze of prices and wages was the only 
way to proceed. From that point on, the process would be one 
of making adjustments or correcting inequities within a con- 
trolled structure rather than of leaving part of the structure 
free and controlling other parts. 

The general wage freeze was announced on January 26 to 
apply to all rates in effect on or before January 25, 1951. The 
Wage Stabilization Board proceeded to adopt Regulations Nos. 
1, 2, 3, 4, 5, 6 and 7, each of which represented some relaxation. 
of the freeze imposed on January 25. The last meeting of the 
Board was a somewhat stormy session on February 15. Regula- 
tion No. 7 had been adopted earlier that day. At the night 
meeting Regulation No. 6 was adopted by the Board by a 6-3 
vote, and the dissenting labor members withdrew from the 
Board in protest. 

Regulation No. 6 set a high-water mark above which wages 
might not be further increased. The amount of permissible in- 
crease—10 per cent above January 1950 levels—was liberal as 
measured against the going pattern of increases or against the 
cost of living. However, it was defined in such a way as to be 
reasonably definite for any group of employees. It defined 
wages, salaries and other compensation in a way that required 


[418] 


No. 3] STABILIZATION OF WAGES 133 


calculating future increases on a so-called “ package” basis, 
including fringe issues. Under its provisions, existing contract 
commitments were allowed to continue in operation only up to 
the point that they bumped into the 10 per cent ceiling. Fur- 
thermore, general Regulation No. 6 was flexible in the sense 
that it provided for a review of the 10 per cent figure at the 
time when the April Consumer Price Index of the Bureau of 
Labor Statistics would be published. This particular provision 
was designed to take into account the fact that the rise in 
living costs had not been stopped. It was not an automatic 
escalator provision, however, since other considerations might 
appropriately come into the picture at the time of the review 
date. 

The other regulations issued by the Board were not highly 
controversial. They provided for exemptions to state and 
municipal employees, to nonprofit charitable and educational 
institutions, and relaxed the freeze in several other specific 
situations. 

Most of the recent controversy has related primarily to Regu- 
lation No. 6. The United Labor Policy Committee and its labor 
representatives felt that more room should be left for the exer- 
cise of collective bargaining. 

The law stated that when prices generally shall be put under 
ceilings, then wages generally shall be stabilized. We had con- 
siderable discussion as to whether the Board would issue the 
general wage freeze order. I have a good deal of sympathy 
with the point of view of the labor members of our Board who 
felt that they could not vote in favor of putting a ceiling on 
wages in general. They acted, it seems to me, with sincerity, 
in saying that if such an order were issued by the Administrator 
they would codperate in trying to work out an equitable pro- 
gram subsequent to the general freeze, and that is what 
happened. 

The Administrator issued the general freeze order without 
vote of the Board, because it was felt that it would be undesir- 
able to impose the general freeze with labor voicing a dissent. 

From that point on, we moved through six orders, but the 
critical sixth order was the one on which labor withdrew in 
protest. 

Here I want to make it perfectly clear that, for myself, for 
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the other industry members of the Board, and, to the best of 
my knowledge and belief, for the public members, none of the 
six members voting for that regulation were instructed from 
above, nor were they instructed by Big Business. 

The United Labor Policy Committee and its representatives 
did not favor a definite regulation that would tell any individual 
union or company how high its wages were permitted to go. In- 
stead they favored a regulation which would establish various 
kinds of inequities or types of cases to which the Board might give 
special consideration. They then proposed that each such case 
be handled on its merits. Bargaining would continue with re- 
spect to pensions, welfare plans and other fringe issues regard- 
less of ceilings. Out of this process would emerge a series of 
decisions or rulings which were expected to hammer out a pat- 
tern of increases by the process of accumulative experience. 

Regulation No. 6, being a major policy order, was submitted 
to the Economic Stabilization Administrator for his approval 
and issuance. It became effective on February 27 when Eric 
Johnston signed the Order, after eleven days of inconclusive 
conferences with ULPC representatives. At the same time, he 
sent a letter to Cyrus Ching, Chairman of the Wage Board, 
strongly suggesting that the Board give further consideration 
to a number of the demands that had been presented by the 
labor members. 

This letter apparently was not a sufficient inducement to 
bring the labor members back on the Wage Stabilization Board 
and so the stalemate continued. There have been three stopgap 
orders, issued by Administrator Johnston on an emergency basis, 
during the period when the Board has not been meeting. 


Ill 


If we are to understand the problems and issues encountered 
in the stabilization of wages, it is essential that we start by ex- 
amining the factual background and what the economist would 
call the institutional setting. 

If my discussion sounds somewhat like a discourse in seman- 
tics, I hope you will pardon me, because I think it is extremely 
important that we examine these terms and their meanings. 
The first concept I want to talk about is one which was en- 
countered in the selection of the Wage Stabilization Board mem- 
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bers, particularly from labor. And though it seems to be a 
digression, I would like to start by defining the word “ mo- 
nopoly””. Also, it has special significance because Mr. Meany 
used the word several times. 


1. The Selection of Wage Stabilization Board Members from 
Labor 


The word “ monopoly ” has a special significance in connec- 
tion with our wage stabilization effort. An oversimplified 
definition of monopoly is, “ such control of supply as to make 
possible the arbitrary fixing of a price.” No self-respecting 
economist would accept such a definition without smothering it 
in at least an hour’s heated argument and fifty-seven qualifica- 
tions. However, I am sure we can all agree that the supply of 
acceptable labor representatives for a wage stabilization board 
must come, for practical purposes, by nomination of a single 
agency, the United Labor Policy Committee. The United 
Labor Policy Committee is comprised of the top executives of 
the A. F. of L., the C.L.O., and certain independent unions. 
The larger unions which are not in on the United Labor Policy 
Committee are not on the best terms with the Administration 
in Washington. If you want a labor representative, you pretty 
much have to go to the United Labor Policy Committee as your 
source of supply. 

The country will have to decide whether this situation has 
been used for the purpose of exacting a monopoly price, by 
withholding the supply. 

The United Labor Policy Committee is one of the new ele- 
ments in our national picture and at the moment it has im- 
portant implications, particularly as respects wage stabilization 
problems. 


2. Tripartitism 


Another concept which has been of importance in the de- 
veloping of wage stabilization policies has been the establish- 
ment of a so-called tripartite board. There has grown up in 
recent years almost a folklore of tripartitism. Perhaps it would 
be better termed a ritual. In labor matters, tripartitism assumes 
that there will be a worker representative pressing for additional 
compensation or benefits, an employer representative who will 


[421] 


| 


136 MOBILIZING AMERICAN POWER [VoLr. XXIV 


be restraining or holding back, and a third party, sometimes 
called an impartial arbitrator, conciliator, or just an ordinary 
public member, who sits in the middle, arranging compromises 
and splitting differences. 

The tripartite structure is a product of collective bargaining 
procedures, and it serves a real purpose in connection with such 
bargaining in normal times. The present situation, however, 
puts such a structure under a very definite strain for the fol- 
lowing reasons: 

First, the employer, during a period of full employment and 
a sellers’ market, is not always going to exert a restraining in- 
fluence. In fact, a great proportion of the wage increases 
granted in the last half of 1950 were either voluntary reopen- 
ings of existing wage contracts or unilateral raises initiated and 
put into effect by the employer. Most of the requests for in- 
creases under the War Labor Board of World War II were, 
similarly, joint petitions by workers and employers. In times 
like these, we cannot assume that there is a balance of opposing 
forces as respects wage increases. 

The second strain on the tripartite mechanism falls upon 
the public member. In normal conciliation activities, he is able 
to compromise, to maneuver and to arrive at acceptable answers 
by splitting the differences between the two other parties. But 
what happens when the two other parties are both willing and 
even eager to raise wages and the only restraint is an act of 
Congress? The public member has to assume a new rdle, that 
of protecting the average citizen, the consumer, against the 
impact of rising costs and prices. 

In assuming this new réle, the public member may frequently 
be a minority, and this could be rather tough on the wishes of 
the Congress. It could be, unless the other members of the tri- 
umvirate were willing to accept their public obligations as 
superseding their special selfish interest. 


3. Pressure Groups in Public Administration 


This brings us to the third basic concept, that of the status 
of members of a tripartite board which has the responsibility 
for administering a regulatory law. Recognizing the strain 
under which a tripartite scheme must operate when the prob- 
lems are not simply matters of resolving differences between 
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two parties at interest, the Wage Board had considerable diffi- 
culty in defining both the status of the members and the status 
of the Board itself. 

The status of the Board itself was clarified early, when it 
was decided that the Board should not be simply an advisory 
board, offering advice to the Economic Stabilization Adminis- 
trator who would then make up his own mind what should be 
done and issue his own orders accordingly. The Board was to 
be, instead, a regulatory board, speaking with the force of law 
in implementing an Act of Congress. 

The reason for this decision was the recognition by the 
Board members that they would have to take the blame for 
wage regulations even if the Board, in fact, had only advisory 
authority. Moreover, the very seriousness of the responsibility 
for regulating the incomes of millions of people requires that 
those whose incomes are affected must have confidence that 
they have a friend at court when the wage regulations are being 
developed and adopted. The Board felt that arbitrary actions 
by a single administrator would probably create situations 
which sooner or later would be unacceptable, intolerable, to 
those affected. 

But at the same time, it was recognized by all members of 
the Wage Board that it was not possible for a Board made up of 
partisans to be given the last say in administering the mandate 
of the Congress. Therefore, the arrangement under which the 
Board operated was one in which major policy regulations were 
to be developed and adopted by the Board but were to be sub- 
ject to approval by the Economic Stabilization Administrator. 
He might approve or reject but not change the regulations. 
For subsidiary or procedural regulations, the Board was to 
operate with a complete delegation of power. 

The labor walkout on February 15 marked the breakdown of 
this arrangement. It might even be said that labor rejected the 
tripartite solution of wage stabilization problems and went 
upstairs to exercise its other power—the withholding of the 
supply of labor representatives. 

As a personal opinion, I would say that the tripartite ar- 
rangement served the public interest only to the extent that 
the members of the Board were able to regard themselves as 
public servants rather than representatives of a special interest 
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group. So, there is some question as to whether, in fact, we had 
a tripartite board. There was no question but that we had, 
within its specified limits, a regulatory board. 

Return now to the question of the status of the individual 
members of the Board. I want to state my own conviction on 
the matter; but also to state that it is a matter on which all 
citizens should have a strong conviction at the present time 
because the answer has a great deal to do with the future of 
our form of government. 

You and I, under the Constitution, have an opportunity to 
vote for just five members of our federal government—two 
Senators, a Congressman, the President and the Vice President. 
In my own opinion, governmental authority should stem from 
and flow through the channels where these individuals operate 
and the line of that authority and responsibility should be un- 
equivocable. 

This means that the executive departments, as far as their 
regulatory authority is concerned, should be manned by people 
who are acting exclusively as public servants, not as instructed 
representatives of any interest groups. [Applause] If their 
assignment is purely advisory, I see no danger in pressure group 
representation. However, where the assignment is regulatory, 
speaking with the force of law, it does not square with my con- 
cept of individualism or our kind of dernocracy to have agencies 
manned by individuals who are subject to instruction by out- 
side private groups whether they be business, labor, religious, 
or any other. 

What does this mean for the Wage Stabilization Board? I 
have given considerable thought to this matter and arrive at a 
choice rather than a specific single conclusion. The Board 
might be made advisory to an administrator and be composed 
of interest group representatives, although, in such an advisory 
board, it would make more economic sense if the public had at 
least a fifty per cent representation. The second choice would 
be a board made up of members, all of whom would be clearly 
public servants in the discharge of their responsibilities, but 
with assurance that they would be individuals drawn from a 
background in organized labor, in business management, and 
in general public affairs. They would be responsible to the 
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President, not to the National Association of Manufacturers, 
nor the United Labor Policy Committee. Such a board would 
be an “all-public ” board in an important sense of the term. I 
think industry should be willing, and labor as well, to accept 
such an organization for regulating maximum wages. 


IV 


One of the important issues to which a satisfactory answer 
had not been found by the Board was the question of whether 
or not the Wage Stabilization Board should handle labor dis- 
putes. To some extent this controversy arose over the defini- 
tion of what constituted a dispute. But beyond this were ques- 
tions of basic significance, from the points of view of both legal 
interpretation and national policy. 

From a legal point of view, the President did not have the 
power to authorize the Board to handle labor disputes as such 
without first convening a labor-management conference as pro- 
vided for in Title V of the Defense Production Act. The Act 
specifically separated the regulatory function of price and wage 
stabilization (Title IV) from the handling of disputes (Title 
V). Therefore, the Board did not, and does not, have authority 
to handle labor disputes in a broad sense encompassing all types 
of labor conflicts. 

Apparently a disputes board was what the United Labor 
Policy Committee desired. The industry members of the Wage 
Stabilization Board on the other hand felt very strongly that if 
inflationary pressures were to be restrained, it would be neces- 
sary that the Board’s function should be primarily regulatory. 
It draws a line beyond which operators may not go. Other 
regulatory agencies operate in very much the same way. Price 
regulations are of that sort. They are not handled by a dis- 
putes board. 

The Board does have a clear obligation to consider certain 
kinds of questions which might be labeled “ disputes”. These 
questions, however, should be limited to matters bearing directly 
upon the Board’s regulations. They might take the form of 
interpretations or rulings of existing regulations, or they might 
be petitions for new regulations or changes in regulations. 
They should not, however, come to the Board as disputes in 
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which it would be incumbent upon the Board to find a “ satis- 
factory” answer in order to prevent a strike. The industry 
members felt that if satisfactory machinery for the handling of 
disputes did not exist in other agencies and if new machinery 
were needed, it should be set up outside the Wage Stabilization 
Board if the Board were to continue to discharge its wage sta- 
bilization responsibilities satisfactorily. 

This brings us to the national policy issue. For the govern- 
ment to assume the responsibility for the handling of labor 
disputes would mean the end of free collective bargaining and 
its replacement by compulsory arbitration. In effect, it would 
mean bargaining with the government instead of the employer, 
after a few preliminary skirmishes for setting the stage. 

The War Labor Board of World War II provided such an 
arrangement. The World War II experience, however, took 
place under conditions that differ from the present in two im- 
portant respects. 

In the first place, the decisions of the War Labor Board were 
backed by a no-strike pledge agreed upon in a labor-manage- 
ment conference. That Board was primarily a disputes board. 
It was not established as a stabilization agency charged specifi- 
cally with stabilizing wages. 

In the second place, the War Labor Board had a Pearl Harbor 
and the consequent pressure of public opinion to validate its 
awards and decisions even where it imposed sacrifices. Also, 
the emergency carried with it a reasonably clear idea that it 
would be temporary, lasting for a fairly well-defined ‘“ dura- 
tion”. At the present time we do not know how long our 
emergency will last nor how great sacrifices will be accepted. 
The course taken by too many European nations suggests that 
to establish governmental determination of wages at the pres- 
ent time may turn out to be “ for keeps ”. 


To sum up, some wage stabilization issues are not particularly 
difficult. Setting aside the question of whether wages should 
be stabilized at all, there is substantial agreement that the Wage 
Board should be a regulatory board, not just advisory; also that 
the Board should provide machinery for resolving questions or 
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disputes relating to interpretations, rulings or other matters 
bearing upon its own regulations. 

I might mention, to illustrate the point I have in mind, that 
if there were a dispute between an employer and his employees 
as to whether an increase in wages of 7 per cent above the 
January 1950 level could be given, or whether it should be 5 
per cent, that should not be a matter of concern to a Wage 
Stabilization Board which had a rule that either one of them was 
permissible, since the top level was 10 per cent. 

In other words, it is not a matter of whether or not the Board 
should consider economic issues; it is a matter of whether or 
not the Board should consider issues not bearing directly upon 
its regulations. 

Further, all members of the Board have recognized that 
regulations should be flexible enough to accommodate changing 
and exceptional conditions. The labor members want them to 
be both flexible and indefinite. By using such general terms as 
“hardships ” and “ inequities ”, they would leave plenty of lee- 
way for bringing almost anyone’s case before the Board for an 
award. 

Beyond these relatively easy issues, there appear to me to be 
three major issues in wage stabilization that are really tough. 

1. Do we want to set up a disputes agency which will replace 
collective bargaining with compulsory arbitration of all 
labor disputes? 

It does not seem to me too strong a statement to say 
that if the Wage Stabilization Board became a full-fledged 
disputes agency, its effectiveness as a wage stabilization 
agency would be greatly impaired. It would be a victory 
for the forces of inflation. Moreover, if the present 
Board or a new board were set up to do the disputes job, 
it would mean the end of collective bargaining for what- 
ever the “ duration ” might be. 

2: Do we want regulatory agencies of the government to be 
manned by people who are there as agents of pressure 
groups, and so regard themselves? Such an arrangement 
may be satisfactory for a person or a board having only 
advisory powers. But when we let that person speak 
with the force of law, we abdicate one of our basic con- 
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cepts of individualistic democracy, and take up something 
very close to the Fascism or syndicalism of Mussolini. 

3. Can we operate any kind of tripartite agency, even an ad- 
visory one, if, in practice, there is only one place to go to 
secure labor (or, for the matter, industry) members? 
The control of supply is a powerful weapon, and we have 
seen it in use. 

Industrial management and organized labor have both pro- 
vided many outstanding public servants from their ranks. Both 
should continue to do so, without exacting a price in public 
policy concessions, and without expecting the individuals in- 
volved to be subject to outside instructions or pressures. 

This has been a cornerstone of strength in our kind of de- 
mocracy. Let’s keep it so. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN Kirk: Thank you, very much indeed, Mr. Arthur! 

Our final speaker of the evening is one of the most distinguished 
representatives whom this country has sent abroad in many years. 
After a period of distinguished service as Superintendent of West 
Point, after many other activities in the Armed Service, he was called 
upon to face the very, very difficult task of succeeding General Clay 
as the Military Commander in Berlin. 

Our previous speaker has referred to the tripartite problem which 
he has encountered in the Wage Stabilization Board. I think our next 
speaker has also had some trouble in trying to make a tripartite or 
quadripartite arrangement work. 

In his last two years in Berlin he has seen a great many of the 
things which we are now attempting to deal with through our own 
mobilization at first hand. Now back in the Pentagon where he finds 
no great respite, he tells me, he is seeing them equally at first hand. 

Ladies and gentlemen, I have the greatest possible pleasure in pre- 
senting to you Major General Maxwell D. Taylor! [Applause] 
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MOBILIZING AMERICAN POWER FOR DEFENSE 


MAJOR GENERAL MAXWELL D. TAYLOR 


Assistant Chief of Staff, G-3, Department of the Army 
Former Military Commander of Berlin 


T the outset of this informal discussion of mobilizing 
f Yratre power for defense, I should like to strip down 
the subject to usable dimensions. Plainly, American 
power contains many facets other than those which are military 
in nature. I was very much impressed during my tour in Ber- 
lin by the infrequency with which I put on my military cap, 
so to speak, in dealing with the problems in that outpost. Far 
more frequently the problems were political, economic 6r ideo- 
logical, rather than the usual military ones connected with the 
number of bayonets, tanks or actual military readiness of the 
troops. 

It was a reminder, which I think every soldier should have, 
that the sources of national power are not essentially military, 
but that the military is in the background casting a shadow. 
To wage a cold war, as we refer to it in these days, we must 
integrate our national power in the economic, the political and 
the ideological fields, and link firmly thereto those aspects of 
power which are generally of a military or security nature. 

In our federal organization since the war we have recognized 
the fact that we need in our government some area in which 
we can bring together all sources of American national power. 
This area was established when the post-war Acts affecting 
national defense created the National Security Council, a su- 
preme board of the President, the Vice-President, the Secretary 
of State and the Secretary of Defense, which is at the pinnacle 
of our policy-making bodies. Here the integration of national 
defense in its broadest sense is carried out. 

I would invite your attention to the purely civilian composi- 
tion of this most important body. It receives its military advice 
through the Secretary of Defense or through the Joint Chiefs 
of Staff. The latter, you will recall, consist of General Bradley, 
the nonvoting chairman; Admiral Sherman, representing the 
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Navy; General Vandenberg, representing the Air Force; and 
General Collins, representing the Army. This group is charged 
by law with giving military advice to the President, the Secre- 
tary of Defense and the National Security Council. 

With these comments on the broad nature of the sources of 
American power as a background, let me discuss military mo- 
bilization, that is, military power for defense. One might ask, 
“Defense against what?” Unhappily there is no need to 
answer that question. I am reminded of the days when as a 
young 2nd Lieutenant after World War I, I used to go back to 
my old home in Missouri. My Grandfather, who was a Civil 
War veteran, was intensely interested in what this young Lieu- 
tenant was doing. He would ask me about all the details of our 
life in the garrison and then at the end he would always seem 
puzzled and ask, “But, Son, what’re you drilling for?” 
[Laughter ] 

Unhappily, today we know in the services “what we are drill- 
ing for”. We are drilling to organize American strength to 
resist world-wide militant communism. That knowledge sharp- 
ens our sense of mission and gives to the mobilization planners 
a preciseness of objective which was never attained in our past 
history. Our military staff colleges no longer work hypotheti- 
cal problems on maps of the battlefields of Gettysburg. We 
now know the threat against which our defensive measures 
must be directed, and we know in general terms where our 
enemy is likely to be found. This is helpful, but in a very 
tragic way. 

In discussing military mobilization we eventually arrive at 
the three fundamentals which every business man and every 
labor leader knows and deals with daily: men, money and ma- 
terials. Mobilization, as viewed from the Pentagon, is the at- 
tempt to combine those three fundamentals of American power, 
and to integrate them into effective military strength capable 
of meeting our commitments in Europe, in Asia or elsewhere 
around the globe. 

The military organization that receives estimates of what 
the Army, Navy and Air Force require, and then combines 
the requirements in a service plan which will serve the 
national economy, is the Joint Chiefs of Staff. They, in 
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their triweekly meetings, are far from a logrolling community 
of old black or purple ties. They scrutinize the requests from 
each service with a discerning, trained and analytical eye, recog- 
nizing that the requirements of Army, Navy and Air must be 
put together in a logical bill which can be defended in Congress 
and within the service community itself. The requirements of 
the services, then, are balanced by the Joint Chiefs of Staff 
before the final request—or at least the interim request—is ever 
submitted to the national economy. That request, when ap- 
proved by the Joint Chiefs of Staff, goes to the Munitions 
Board and thence to the National Resources Board which makes 
the final decision on allocations to meet the requirements of 
the civilian economy and the military establishment. That 
overriding decision having been made, the services know what 
they can count on in terms of men and materials, and they 
can proceed to develop their mobilization plans. 

Let us discuss for a moment the first of the great triumvirate: 
manpower. In the long run, manpower is the controlling fac- 
tor of all military mobilization. At the start of mobilization— 
that is, in the early months—adequate manpower is usually 
available. In this period, it is normally hardware which con- 
trols our rate of mobilization, but eventually as we consider the 
requirements of the military after the first, second or third year 
of possible hostilities, it is manpower availability which becomes 
the dominating consideration. 

After the first year or year and a half of mobilization, the 
tremendous flexibility and productivity of American industry 
allow us to catch up with our matériel requirements. This 
situation causes the personnel officer to become probably the 
most unhappy man in the mobilization game. This harassed 
individual often reproaches his supply colleague with the soft- 
ness of his life and points out that “ while hardware may be in 
short supply for a time, manpower continues to be short; and, 
furthermore, the hardware can’t talk back while the manpower 
can become extremely vocal.” [Laughter] 

Generally speaking, the military requirements for manpower 
in a major emergency can never be small. We hear and discuss, 
usually between wars or between crises, ways of cutting short 
or reducing the requirements for manpower. We talk about 
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machines and small mobile armies—hard-striking forces based 
on armor, for instance. But, regardless of the military merit 
of such discussions, when we base our military requirements on 
realistic planning, the bill for manpower is inevitably high for 
a variety of reasons. 

In the first place, when we create new machines—and we are 
constantly trying to improve our weapons and vehicles, calling 
upon all the devices of science and research to give our troops 
the best equipment available in the world today—we develop 
behind those machines a long line of manpower requirements, 
beginning with the factory where the production takes place, 
carrying through the maintenance and training personnel re- 
quired, until we reach the actual fighting team that utilizes the 
weapon or vehicle on the battlefield. 

Essentially, then, when we talk about improving our ma- 
chines for war we are simply transferring our manpower re- 
quirements from the front line to some point farther to the rear. 

I should like now to discuss briefly some of the conceptions 
and misconceptions with regard to the use of military manpower 
for mobilization purposes. We hear frequently the criticism 
that American forces are not economical in their use of man- 
power, and I would be the last to say that we should never be 
criticized or that our usage of manpower should not be scru- 
tinized, since manpower is such an important source of the vital 
strength of our nation. However, I would like to point out 
some reasons why the manpower bill will always be high. I 
mentioned one reason—the fact that we try to provide the best 
machines in order to improve the quality of our Armed Forces. 
Another reason stems directly from the distance to which we 
transport our forces—the inevitable “‘ long lines of communica- 
tion ” (as we call them in our professional jargon) which sepa- 
rate the sources of our manpower from the point at which it 
must be used. 

We find today, for example, that in the case of a twenty-one 
month selectee only about fifteen months of his service can 
actually be spent in Korea, Europe or in any other overseas 
theater. The length of our lines of communication creates a 
pipeline which consumes valuable weeks and months of the 
usable military careers of our soldiers. 
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You may have heard or read the term “ division slice ”, a very 
musty term which has been dug out of our staff manuals and 
is for the first time in its rather long and uninteresting history 
the subject of public discussion. A “ division slice” is simply 
the answer you obtain when you divide the total manpower, in 
the American Army, let’s say, by the number of divisions in 
that Army. The answer (the division slice) might be a figure 
of perhaps 60,000 or 70,000 men per division, whereas the 
strength of a single division will be approximately 18,500. The 
division slice has been used for years by staff officers as a rather 
general or convenient device to make comparisons between de- 
ployments in various parts of the globe or to make flash esti- 
mates of military requirements for a specific military situation, 
but now it is being thrown back and used more or less as a 
weapon to attack mobilization planners for alleged extrava- 
gances in the utilization of manpower. 

The charge is: ““ Look at Russia. Their division slice is only 
20,000.” 

I am not qualified to say who produced the Russian slice 
figures, because we in the Pentagon do not have access to their 
figures. But accepting them for the moment—and I do accept 
the fact that in all probability the Russian slice is much less 
than ours—I would like to point out several good reasons why 
that would be the case. 

I have already mentioned at least two: first, the greater mech- 
anization of our forces and, second, the longer lines of commu- 
nication which require a greater number of personnel to main- 
tain our forces overseas. I would mention also the important 
fact that our Armed Forces give the recruit specialized, indi- 
vidual training for at least fourteen weeks before he is placed 
in a unit, whereas in the Russian forces virtually all recruits go 
directly to a unit where their training is accomplished, some of 
it undoubtedly in a very realistic manner, if the unit happens 
to be committed to combat. 

Another reason is the hospitalization program which we 
maintain for our troops in combat. Today, for instance, we 
immediately evacuate all of our seriously wounded at least to 
Japan, and in the case of our most seriously wounded we evacu- 
ate to the United States. Therefore, the time required to return 
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a wounded man to action is necessarily and quite properly long 
in comparison with the hospital practices of other armies. 

Finally, the Russian Army is largely dependent upon forced 
civilian labor to back up its units: in the field. Our Armed 
Forces have no such source of help or want no such source of 
help, and consequently are cursed with a larger division slice. 

Not only do the Armed Forces need manpower in quantity 
on mobilization, but above all they need trained manpower. 
Never in our history have we had an adequate pool of trained 
men available for recall in event of mobilization. As a result 
we have never been able to organize our forces in a manner 
which would allow us to generate land power quickly in a time 
of crisis. 

You will recall that in all of our great wars in the past we 
have had one or two years during which, protected by strong 
allies and great distances, we could mobilize our forces, train 
our divisions, and deploy them more or less at our leisure. 

But, today the world has changed and our obligations over- 
seas are vastly different. The time and distance factors which 
were in our favor in the past no longer exist; hence, it becomes 
vastly more important for us to be able rapidly to generate units 
that are capable of immediate commitment to areas of possible 
emergency. 

Arithmetically, the explanation of the necessity for this is 
quite simple. We know, based on our experience in recent 
years, that it takes about nine months to train a large unit like 
a division if we start from scratch—that is, assuming that the 
individuals arrive at the unit with no basic military training, 
and that only a cadre of trained instructors, officers, and non- 
commissioned officers is available to receive and train them. 
Therefore, if we have in the United States nine divisions ready 
for deployment on M-Day (Mobilization Day) and if we can 
ship them at a rate of three divisions per month, obviously by 
M + 3 months our supply of divisions is exhausted and we can 
provide no additional forces until about M + 9 months, when 
the first of our newly created divisions will be ready. So, we 
will have a six-month period of impotency in so far as further 
intervention overseas is concerned. The major problem of the 
mobilization planners in the Pentagon today is to attempt to 
eliminate that period of impotency. 
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This can be done in only two ways: one, by having ready a 
vastly larger standing Army. This calls for a program which 
none of us has ever recommended, since it is both tremendously 
expensive and contrary to the American tradition of placing 
great dependence upon our reserve forces. 

The second way is to have a pool of trained individuals ready 
to be put into the framework of the National Guard and the 
Organized Reserve Corps so that instead of a nine-month period 
of gestation for a new unit, we can have a three- or four- 
month period. Under these conditions, the creation of our units 
would be continuous, and our deployments to areas of crisis 
would never be delayed or interrupted by the absence of trained 
units in the United States. However, this situation has never 
obtained in the history of the United States, and it does not 
obtain today. It may obtain if Selective Service continues long 
enough, because at present, after their Selective Service tour, 
our military personnel returns to the Reserve System to form a 
reserve pool of trained individuals available for future emer- 
gencies. The condition might also be attainable under certain 
conditions if we had a system of universal military service, the 
advisability of which is being debated in Congress at the present 
time. But only by these means will it ever be possible for us 
to buy the preparedness which has now become so vital in our 
mobilization planning. 

Now let us pass from manpower to money and materials. It 
seems traditional for the Armed Forces to be charged with not 
being dollar-conscious. I can assure you that the bills that we 
see today are such that, if it is true that we have not been 
dollar-conscious in the past, our viewpoint has changed con- 
siderably. I never see a mobilization paper in the Pentagon 
without dollar marks all over it and I can assure you that the 
totals are extremely impressive. 

The President said in his Budget Message to Congress that 
“ the requirements of the national security are reflected in every 
major function of the budget. The entire government is being 
redirected to meet the compelling demands of national security, 
and each functional category includes activities which support, 
directly or indirectly, the defense effort.” 

The mobilization planner in the Pentagon must tie his mili- 
tary planning closely to budgetary planning. The necessity for 
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this cannot be challenged, of course, but it is a singularly dif- 
ficult thing to do for reasons which I should like to point out. 

The military Service, as time goes on, must try to project it- 
self in its thinking further and further into the future. The 
long-range estimate that is required of the Army at the present 
time covers a period reaching seven years into the future. An 
estimate of this sort calls for a tremendous effort in crystal-ball 
gazing, and for the creation of assumptions which, obviously, 
in many cases have a high probability of being somewhat erro- 
neous. Despite, for instance, the time lag imposed by the con- 
ditions of research and development necessary in the creation 
of new weapon systems, it is essential that we bear in mind the 
possible or probable conditions that will exist in the far distant 
future as a result of such developments. 

For example, take guided missiles. Their effect on anti-air- 
craft artillery or terrestrial artillery may be revolutionary in 
two or three years, or some such period of time. We cannot, 
then, fail to consider in our plans the possible effect of such 
weapons upon the entire structure of our national defense. 
Therefore, we have, first, a long-range estimate which considers 
such possibilities, reaching some seven years into the future. 
Next, we must set an intermediate goal for the military Service 
which is more within reach—two or three years into the future, 
for example. And then, finally, we must tie our immediate 
planning into the current budget, bearing in mind that under 
our system of federal financing any funds appropriated must 
be expended within two years. 

Two years is a very short period of time when you are talking 
about extremely costly and long-range programs. As an ex- 
ample, consider the tank program which calls for billions of 
dollars, and for which the procurement should be spread over 
a long period of time. Due to these circumstances the mobili- 
zation planners are constantly required to readapt their pro- 
grams to meet the financial limits imposed by the budget and 
to maintain a continuing estimate of the possible effects of a 
cutback at any point in their programs. 

I can assure you that it is not easy to keep our military pro- 
gram geared, as it should be, to the budget. A budget, of 
course, is simply an estimate of the money an organization is 
expected to expend under certain assumed conditions. Un- 
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fortunately, those assumed conditions have a habit of changing 
without warning. Let me point out the effect of at least two 
events upon our recent budget. The situation in Korea and 
the combat conditions arising therefrom came without warn- 
ing. As a result, within three months after the outbreak of 
hostilities the Armed Forces had obligated a sum of money 
equivalent to their entire 1951 budget. Almost concurrently 
came the rise in prices referred to by previous speakers. 
Blankets which had been estimated to cost $7.82, if my Quar- 
termaster’s figures are correct, now cost $16. A jeep which 
formerly cost $1,050 now costs over $2,100, and the M-1 rifle 
which used to cost $41 now costs $64. 

Price increases like these invalidate any budget, and that is the 
situation with which we have’ been faced thus far in 1951. We 
have prepared three supplemental budgets, the third of which 
is now almost ready for presentation. 

So much then for men, money and materials. Let me 
mention a few of our difficulties which arise from a partial 
mobilization. 

Paradoxically, from the military planner’s point of view, it 
is much more difficult to effect a partial mobilization than it is 
to provide for total mobilization. This unusual situation is 
caused by the fact that we are not making an all-out effort; 
therefore, all of our manpower is not available and we cannot 
impose an equitable load in discharging our national obligation. 

Instead, the weight falls unequally on segments of the econ- 
omy and of the population, and the Armed Forces are con- 
stantly forced to make decisions which often seem to be either 
arbitrary, or to ignore the interests of the individuals and the 
organizations involved. 

For example, why should we call Pennsylvania’s 28th Na- 
tional Guard Division to active military service, rather than a 
division from another state? Why should the 45th Division 
from Oklahoma be on its way to Japan tonight instead of being 
at home? 

Of course, there are sound military reasons why certain of 
these units were chosen, but further than that there are socio- 
logical reasons, one of these being the attempt to distribute the 
weight proportionately to areas of population. The basis for 
these decisions is not apparent to the naked eye, and the same 
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apparent capriciousness is evident in the recall of individuals. 
At the end of the war, you will remember, when the veterans 
came home only a relatively small number volunteered for as- 
signment to the reserves, which made them eligible for recall 
under present conditions. Hence, at the present time we are 
calling up some of the most patriotic of our citizens to serve 
once again in the Armed Forces; whereas other veterans who did 
not participate in a reserve program are, of course, not eligible 
for recall. 

Finally, the full burden of fighting is no longer falling 
equally upon our Armed Force units, since only the divisions 
and other troops in Korea are bearing the bloody brunt of the 
entire shooting war at the present time. 

We have, of course, considered rotation in all of its aspects 
in order to divide and equalize the fighting load. We have 
finally caught up with the replacement requirements so that 
individual replacement, that is, individual rotation, is becoming 
possible; nevertheless the day is still far off when the availability 
and distribution of units will be such that we can withdraw an 
entire unit from action and replace it with another. 

One other abnormality of our present situation is created by 
our responsibility toward NATO and the countries which are 
recipients of military aid through the Mutual Defense Assistance 
Program. Here again the mobilization planner is confronted 
with an element which cannot and should not be ignored. 

We are faced with decisions like this: We have ordered and 
paid for a tank. Is it better to turn that tank over to an ally 
in Europe, let us say, or should it be retained to equip or build 
up reserve stocks for our own troops? Obviously, questions of 
this type create honest differences of opinion. It is extremely 
difficult to achieve a proper balance between the requirements 
of our allies and those of our own forces. 

We do know, however, that through our MDAP program we 
are vastly enhancing the military strength of the countries over- 
seas and that they in turn are gradually becoming capable of 
discharging military responsibilities which would otherwise fall 
on American forces. 

Again I quote from the President’s Budget Message: “ Our 
international program recognizes this nation’s own security is 
directly related to the security and defensive strength of our 
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Allies, and that equipment and materials supplied to help arm 
their forces or support their military production are in fact 
additions to our own military strength.” 

In closing, I should like to point to a strategic concept of 
great importance which has been borne in mind constantly by 
our military mobilization planners; that is, the balance of force 
between American land power, sea power and air power. If we 
wanted to open the pages of history we could find many in- 
stances of military disaster overtaking nations which ignored 
the requirements of balance in those areas. 

Before World War II the balance was largely one of sea power 
and land power. You will remember that the genius of Hanni- 
bal and his victorious land army could not save Carthage when 
Carthaginian sea power was destroyed. Similarly, all the frig- 
ates of the King’s Navy could not restore the thirteen colonies 
when Great Britain failed to project ample land power into 
North America. 

Korea is an example of an area in which we entered a conflict 
entirely unchallenged on the sea and in the air; yet we almost 
lost that peninsula. We retained only a tiny foothold, and only 
as we gradually brought into balance our land forces in Korea 
did the battle line start moving to the North toward eventual 
stabilization. 

Korea is today a reminder to our planners of the constant 
need to watch and adjust the balance of land power, air power 
and sea power. All three are indispensable to our national ef- 
fort, but strength in one area will not compensate for weakness 
in any other, particularly when weakness occurs in the area of 
land power. Because it is inevitably on land that the decisive 
action will take place. 

At the outset I intimated that I was going to ignore the non- 
military aspects of developing and mobilizing American power, 
but in closing I should like to pay tribute to the overriding im- 
portance of the moral factor in mobilizing our strength. 

I was in Berlin at the time of our entrance into Korea, and 
attempted to gauge the German reaction to our entrance into 
that conflict. The effect of that action was positive and elec- 
trifying throughout all of Germany, and particularly in Berlin. 

There in that exposed area the feeling was, essentially, 
that, “if the Americans will fight for Korea, they’ll surely 
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fight for Berlin.” However, the feeling actually went deeper 
than that. In talking to one of the German political leaders in 
Berlin I asked, ‘‘ Now, honestly, what did you think about our 
action in Korea? ” 

His reply was, ‘‘ Well, I knew that the Americans are a gen- 
erous people, and that they were sincere in fighting communism, 
but I was certainly glad to know that they would fight with the 
lives of their men, and not just with Pfannkuchen” (with 
pancakes). 

We do not know what the future will hold. We can be 
quite sure, however, that the alleged volatility of the American 
character is counted as an asset in the Kremlin. We can be sure 
also that the mobilization plans which I have discussed will not 
be worth the wear and tear on the mimeograph machines of the 
Pentagon unless they are sustained by the will to pay the price 
within our own America. 

I am sure that we must be prepared to offer up not just 
“* pancakes ” but our orderly lives, our normal way of living, 
and a very large share of American manpower. 


Thank you! [Applause] 


REMARKS BY THE CHAIRMAN 


CuHaimMAN Kirk: Thank you, very much, General Taylor! We are 
indeed grateful to you for this inspiring message from one who has 
had such close contact with all of these activities in recent years. 

Ladies and gentlemen, our meeting is adjourned. 
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SAM A. LEWISOHN 


Sam A. Lewisohn, a director of the Academy of Political 
Science, died in Santa Barbara, California, March 13, 1951. He 
was elected to the Board of Directors of the Academy in De- 
cember 1933 to fill the unexpired term of his father, Adolph 
Lewisohn. Since January 1940, he had also been the Academy’s 
treasurer. His death ends the long association of the Lewisohn 
family with Columbia University and the Academy of Political 
Science. 

Born in New York City, March 21, 1884, Sam Lewisohn re- 
ceived his bachelor’s degree from Princeton University in 1904 
and was graduated from the Columbia Law School in 1907. In 
addition to the duties of managing extensive business enter- 
prises, he took most seriously the responsibilities of citizenship 
in the city and state in which he lived, as well as in the nation. 
For many years he occupied a preéminent position in the move- 
ment for prison reform and did much to raise the standards of 
prison management and to promote the parole system. Partly 
because of the experience he gathered in his private business 
interests, but equally because of his concern with the general 
problems of labor relations in this country, he devoted much of 
his time to studying and writing about the means of improving 
human relations in industry. In this capacity he was an or- 
ganizer and officer of the American Management Association, 
active in the affairs of the American Association for Labor 
Legislation, and an employer delegate to one of the Geneva 
Conferences of the International Labor Office. 
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He was, perhaps, best known as a patron of the arts, being 
himself a great collector of paintings and sculpture, of which 
he was an informed and discriminating judge. He had, in this 
as in other fields of his interest, a large talent for analysis and 
judgment, which made his opinions much sought after and 
which he employed as a founder and trustee of the Museum of 
Modern Art and as trustee of the Brooklyn and Metropolitan 
Museums. 


His wide range of experience, his sober and carefully weighed 
opinions, and his modest assumption of responsibility will long 
be missed by his many friends on the board and among the 
members of the Academy. 


